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EXECUTIVE SUMMARY:

Asrequired by the Scope of Work (SOW), the consultant spent approximately 41 daysin
country, undertaking an options study and the preparation of a business plan, for the
establishment of an Alternative Funding Fadility (the Facility). The main findings of the survey
and business plan are asfollows:

1. Thereisaclear need for a funding Facility. While it is difficult to quantify the exact loan
demand from the Facility due to incomplete demand surveys and stde business plans, alikely
range will be 4,000,000-10,000,000 JD. Borrowing needs from the Fecility by the MFIsis
projected to commence during the second half of cdendar year 2000.

2. The Facility has been designed to provide financid services to the existing four
Microfinance Indtitutions (MFIs), al of whom have expressed interest in using it asa
funding source. Additionaly, provison has been made for up to two of the other lendersto
microfinance businesses to have access to the Facility, of which only one would be using it
a any time,

3. Vaiouslegd sructuresfor the Fecility were explored. Of the three readily available
dterndives, establishing the Facility as a Limited Liability Company is the most gppropriate
legd vehicle. Thisisbecause of itslow cost and ease of regidration, the trangparency of its
operations, its clear reporting requirements, and the fact that loca entities without overseas
operations would be able to effectively manageit.

4. A vaiety of manageria frameworks were considered, and the approach of sub-contracting
the management of the Facility to an exigting financid inditution is the recommended course.
Moreover, anumber of financid organizations have been contacted, and to date four have
expressed interest in managing the Facility.

5. During discussions with potential managers, two forms of management contracts were
posited. Thefirg dternative was that the Manager would administer the Fecility according
to agtrict set of directives, and as long as these directives were followed, the Manager
would not be accountable for any losses. The second dternative would give the Manager
congderable latitude in managing the Facility but would require them to absorb a portion of
any losses that wereincurred. A large mgority of recipients seem to prefer therisk free
adminigrative gpproach.

6. Severd methodologiesfor establishing the interest rate to be charged on loans by the
Fecility were consdered. Of the various dternatives the Central Bank of Jordan’sre-
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10.

11.

discount rate (currently 8.5%) is considered to be the most appropriate. To this

benchmark various spreads are to be added, which will vary in accordance with the type of
loan and the perceived creditworthiness of the borrower.

Under the business plan, avariety of projections and sengtivity anayss were undertaken. I
the Facility is grant funded, thereby incurring no “red” cost of capitd, the Facility is highly
profitable and achieves bregk-even in the second year of its operations. Because of the high
leve of re-invested earnings, the amount of funding needed to finance the expected use of the
Facility isalot lessthan what is needed if the subscribed capitd carriesacost. For example,
onano-cost basis, the granted capita over afive year period required to fund aloan portfolio
of 11,100,000 JD will be approximately 2,750,000 JD lessthan the casewherethe subscribed
capital is costed a 8.25% per annum. The gpproach on thisissuethat isadopted hasamagor
bearing on both the structure and size of the capita of the Facility.

The structure of the capitd of the Facility dso heavily impacts the operationd sustainability of
the Facility. If the Facility is grant funded, thereby incurring no cost of capita, the Facility
becomes profitable in the second year, and could become highly profitable thereafter. On the
other hand, though, if a cost of capital equd to the interest rate paid by the Centrad Bank of
Jordan on its 6 month Certificates of Deposits (8.25%) is paid on the subscribed capital, the
Fecility bresks-even in year 4 and is only moderately profitable theresfter.

A critica issue that needs to be resolved as soon as possible is the funding of the Fecility. As
origindly outlined, USAID wasto providethe start-up funding. But the certainty of thissource
now seems, at best, subject to delay. If the decision ismadeto go ahead with the establishment
of the Fadility, it is strongly recommended that dlarifying and quantifying the funding for the
Facility be given the highest priority.

A review of the Jordan L oan Guarantee Corporation (JLGC) was undertaken, asrequired by
the SOW. The conclusionsarethat they do not represent the best choiceto undertaketherole
and respongibilities as the manager of the Facility at this stage. They do, however, have a
potentialy important role to play in providing loan guaranteesto either the Facility itsdlf, or to
the MFI s directly.

Included in the report as part of the ddliverables are the following;

A recommended legd structure

A recommended management structure

A ligt of potentid dients

A short ligt of potentid managers

An outline of the Roles and Responsihilities for the Manager
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An outline of the Terms and Conditions of the Management Contract.
Proposed Loan Products for the Facility

Proposed Pricing Structure for the Loan Products

An Operating Structure for the Facility.

Credit Criteriafor Borrowers

Credit Incentives to Encourage Good Credit Performance by Borrowers
Reporting Formats for the MFIs to prepare for the Facility Manager.
Compliance and Audit Criteria

A Projected Business Plan

A five year projection mode

Reporting outlines for the Facility to report to AMIR.

Next Steps

In conclusion, there is clear enthusiasm, and need, for the Facility by the MFIs, and its cregtion is
srongly encouraged. The report contains various dternatives for its creation, and recommends
what appearsto be the most time and cost effective approach to establish the Facility. A short list
of potentia Managers has been identified, and basic terms and conditions of their management
contract have been included. There are included projection models, and proposed reporting
formats, for use in establishing and managing the Fadility, dl of which should assst afast sart-up.
But timeremains of theessence. If the Facility isto established in time to meet the projected needs
of the MFls, the decision as to whether or not to proceed with its creation will need to be taken
in January 2000.

AMIR Program 7



Alternative Funding Facility for Microfinance Institutionsin Jordan

Final Report

AMC
CBJ
CD
CHF
DEF
FACILITY
GDP
GUVS
IDB
JHFHD
JiC
JLGC
JMCC
JMRC
JNB
JWDS
MIP
MFI
MTI
NHF
RFP
SC
SOW
UNWRAP

SCHEDULE OF ACRONYMSUSED:

Ahli Microfinancing Company.

Centra Bank of Jordan

Certificate of Depogit

Cooperative Housing Bank

Deveopment and Employment Fund

The Alternative Funding Facility

Gross Domestic Product

Generd Union of Voluntary Services
Industria Development Bank

Jordanian Hashemite Fund for Human Devel opment
Jordanian Investment Corporation
Jordanian Loan Guarantee Corporation
Jordanian Micro Credit company
Jordanian Mortgage Refinance Corporation
Jordan Nationa Bank

Jordanian Women's Development Society
Microfinance Implementation Program
Microfinance Ingtitutions

Minigtry of Trade and Industry

Noor d Hussein Foundation

Request for Proposal

Save the Children Federation

Scope of Work

United Nations Works & Rdief Agency for Pdestinian Refugees

AMIR Program



Alternative Funding Facility for Microfinance Institutionsin Jordan Final Report

SECTION 1. INTRODUCTION AND SCOPE OF WORK:

1.1). In accordance with the contract sgned with Chemonics Internationa, dated September
20, 1999; the Consultant spent 41 calendar days in the Hashemite Kingdom of Jordan during
the period November 6-December 16, 1999 working on the assignment. The Scope of Work
(SOW) for this contract was categorized into three phases as follows:

PHASE I

Prepare an Options Study outlining various options and structures for the establishment of a
Wholesde Funding Fedility (the Facility), through which funds will be made available to
Microfinance Inditutions (MFIs) for them to finance their ongoing activities.

Review the strengths and weaknesses of the Jordanian Loan Guarantee Corporation
(JLGC)- both in terms of managing the proposed facility and/or acting as a guarantor of
loans made to the MFIs by the Fecility.

PHASE II:

Prepare a detailed Business Plan for the facility, including product design, five-year financid
projections, operating systems, credit criteria and monitoring systems.

PHASE III:

Review JLGCs policies and procedures, and draft additiona ones to enable them to
implement their role as Manager of the Facility, should they be so sdlected.

1.2). Thisreport conssts of an executive summary, together with a detailed report for dl of the
above phases, and afive- year projection. It aso includes sections on potential market demand
for the facility, credit approva procedures and treasury management requirements.
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SECTION 2. SOCIO-ECONOMIC OVERVIEW OF JORDAN:

2.1). The Hashemite Kingdom of Jordan is classified as a middle-income developing country.
After five years of growth, during which the Gross Domestic Product (GDP) grew a an average
annud rate of 5.5% per annum, the economy dipped into arecesson in 1996. Since then, the
economy has expanded only dowly, with growth rates of 1% in 1996, 1.3% in 1997, and 2.2%
in 1998. The current per capita income is estimated at US$1,520. For the next five years,
however, real growth is expected to acceerate to 3.6% per annum. But while this growth will
dightly outpace the historical population growth rate of 3.3% per annum, it trandaesinto only a
dight growth in per cgpitaincome over this period.

2.2). The public sector dominates the Jordanian economy, with nearly 60% of the work force
employed in the public sector and/or the military, and with generd government consumption
amounting to 27% of the GDP. Furthermore, the public sector consumption grew at arate of 5%
per annum during 1998, thereby outpacing the overal economic growth in the country. Large-
scae public consumption and capitd investment spending have contributed to a fairly steady
increaseintheratio of total debt to GDP, which pesked at 118% in 1997 beforeimproving dightly
to 116% in 1998. Over the medium term, thishigh ratio of public sector spending and investment
to total GDP is expected to continue.

2.3). Despitethe recent recession, theforeign exchange reserves have remained fairly steady at the
US$1.8-2.0 hillion levd for the last two years, and the exchange rate has been steady at 0.7 JD
to the US$. This gtability, together with the recent fisca policies, hasled to aflattening out of the
officid inflation rate, which was estimated to be 3.0% in 1997 and 4.5% in 1998.

2.4). The World Bank’ s research indicates that between 1992 and 1997 considerable progress
was madein poverty reduction withintheKingdom. During thisperiod, measured poverty declined
from14.9%to 11.7% of thetota population. However, whilethe poverty gapindex hasnarrowed
from3.8%t0 2.5%in 1997, the current recess on will haveincreased poverty, particularly amongst
thoselevelsof society who do not have accessto government employment. Thissituationisfurther
exacerbated by the current unemployment rate of 15%.

2.5). While there are some indications that the economy is beginning to improve, the projected
recovery will be gradud. But it will remain hostage to continued economic expansion in Europe
and North America, and progress in the Middle East peace negotiations. Postive developments
in these areas will encourage continued foreign assistance, increased tourism, and the opening of
regiond markets to Jordanian goods. Should these developments not be positive, the recovery
could prove to befragile.
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2.6). With this economic background, and the current demographics of large numbers of school
leavers entering the workforce, the possibilities for and the need for microfinance in Jordan are
positive. While most new entrants into the labor force initidly will look for employment in the
public sector, there will be alarge proportion of them who will be looking to create, or expand,
amdl family enterprisesto hep support themsdlves. These businesses will represent the potential
target market for microfinance practitioners in Jordan.

AMIR Program 11
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SECTION 3. BACKGROUND AND STATUS OF MICROFINANCE IN JORDAN:

Backaround:

3.1). The firs microlending program in Jordan was founded in 1965 by the Industria
Deveopment Bank of Jordan (IDB). Under this program loans were extended to small
businesspeople at subsdized rates, primarily for smal-scaeindustriesand handicrafts. Following
onthe establishment of thisprogram, other smal scaelending activitieswere devel oped, including
aloan program to students by the Generad Union of Voluntary Services (GUVES) in 1986 and
the Devel opment and Employment Fund (DEF) in 1992. The DEF program was conceived to be
part of a poverty dleviation program, whereby income generation employment opportunities
would be created. Since this time other programs have been established, some of which focus
excdusvely on microfinance/ microlending, and others which include it as part of a range of
charitable and socid services.

Current Satus:

3.2). Currently, there are twelve inditutions in Jordan providing financia servicesto
microentrepreneurs. A current estimate of their total |oan portfoliois:

Loan Portfolio Outstanding 18,900,000 JD
Current number of Active Loans 15,700

3.3). In broad terms, these indtitutions fdl into two categories: microfinance indtitutions (MFI)
providers, and socid service ingtitutions who provide loan servicesto the poor (Other Lenders).
The main difference between the two groups are that the MFIs are part of the Sustainable
Microfinance Initiative (SMI), undertake microfinance as their core activity, and are committed
to being operationdly sustainable over the medium to long term.  On the other hand, the Other
Lenders provide loans as part of a socid welfare or employment generation mission, often at
subsdized rates. Moreover, they have no commitment to operationd sustainability over the
medium to long term.

3.4). A brief overview of the mgor indtitutions in these two categoriesisincluded below:
The MFls:
3.5). The MFls are those ingtitutions who are included in AMIR Microfinance Initigtive

Program (MIP) project, and are focused on creating a sustainable microfinance sector in
Jordan. The participants are:
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The Ahli Microfinancing Company (AMC), asubsidiary of Jordan Nationd Bank (INB).
The Cooperative Housing Fund (CHF), asubsidiary of the Housing Bank.

The Jordanian Micro Credit Company (JMCC); an affiliate of the Noor a Hussain
Foundation (NHF)

The Jordanian Women' s Devel opment Society (JWDS), an associate member of the Save
the Children (SC) globa network.

3.6). A brief review of the scope, strategy and methodology of each of the ingtitutions follows:

3.7). JWDS JWDS was incorporated in December 1996 as a loca NGO to assume
responsbility for the microfinance program that had been started in the refugee camps by SC.
JWDS hasan exclusive femae gender focus. Under its new business plan, it will be providing both
group loan and individua loan products, within arange of 150 JD-2, 500 JD. Clients start with
the smdler group based loan product, and graduate to the larger individud loans. The maturity of
its loans range from 2 months (for a seasond |oan) to 15 months (for a capita investment loan).
JWDS will be concentrating on the urban and peri-urban areasin the greater Amman and northern
regions of the country. Itsloansarefor business purposesonly. Theeffectiveannua interest rates
for itsloansrangefrom 37%to 52%. Asof September 30, 1999 itsloan portfolio outstanding was
428,000 JD in 4,967 active loans. Its operationd sustainability rate was 61%, and the portfolio
at risk ratio was 3.6%. JWDS projects that it will achieve an operationd sugtainability ratio of
103% by 12/31/2001 and at that date its |oan portfolio will be approximately 1,715,000 JD with
about 6,800 active borrowers.

3.8). AMC: AMC is a 50% owned subsidiary of JNB, which is registered as a private
shareholding company. Its business plan cdls for the company to focus on providing individua
loans to microentrepreneurs of both genders, with the aim of having 50% of its portfolio consisting
of femde borrowers. AMC will have three loan products, with the average loan sizes for each
ranging from 2,000 JD to 7,000 JD and |oan maturities ranging from 6 months to 18 months. The
effective annud interest rate on these products will vary from 37% for the smdler loan product, to
14.6% for the largest loan size product. Their target market will be entrepreneurs with an
estimated minimum monthly income level of 500 JD. The company will focus its efforts on the
greater Amman and northern regions of the country. As part of its product line, AMC will offer
savings account services at INB to its dients. By year five AMC projects that its loan portfolio
outstanding will be approximately 8,416,000 JD, representing approximately 5,800 active loans.
Operationa sustainability is forecast by the end of the second year. At this time AMC has just
commenced disbursing loans.
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3.9). IMCC: IMCCisregigtered asanon-profit private shareholding company under the Ministry
of Trade and Industry (MTI). It has been established as the microfinance service provider of the
NHF, and made itsfirst loanin August 1999. IMCC uses the individua loan methodology. At
this stage there is only one loan product, and the loan amounts are structured to increase by loan
cyclefrom 200 JD to 650 JD. All loan cycles have a maturity of 20 weeks and have an annud
effective interest rate of 42%. JIMCC is gender neutral, but expects to extend 50% of its loan
portfolio to women. The target market will be the greater Amman areaand the northern regions.
Loans will be made for business purposes only. The business plan cdls for a loan portfolio
outstanding of 1,521,000 JD at the end of year 5, consasting of 6,600 active loans. Operational
sugtainability will be achieved in yeer 4.

3.10). CHF: CHF isregistered asaNon-Profit Company with theMTI, and has been operational
snce December 1998. Itisan affiliate of the Cooperative Hous ng Foundation of Washington DC.
Since its establishment it has entered in banking partnership with the Cairo Amman Bank, the
Jordan National Bank, and the Bank of Jordan. These banks extend loansin an amount of 20%
of the loan portfolio being financed, at commercia rates, thereby asssting CHF to fund its loan
portfolio. CHF isrecelving financid assstance from USAID aswell, which eventudly will amount
to 2.8 million JD for funding the loan portfolio and 2.1 million JD to cover operationa expenses.
Thelr target market isin the southern governates of Jordan. CHF offerstwo loan products. The
Group Loan Product focuses on women microentrepreneurs with aninitid loan of 150 JD. This
loanamount increasesthereafter inincrementd steps of 50 D per 1oan cycle, to amaximum of 500
JD. Theindividud loan product extends loans of up to 14,000 JD with a maximum maturity of
threeyears. Currently, it has2,500 active borrowersand aloan portfolio outstanding of 1,400,000
JD.

Other Lenders:

3.11). Included in thisdefinition areingditutionswhose mgjor emphasisison socid devel opment but
who make loans to microenterprises aswell. These lending indtitutions do not have as a pecific
god that their loan portfolios achieve financid sustainability, and severd of them are providing
credit at subsidized rates. Full details of these ingtitutions are included in Appendix 5. The more
important of these lenders, and potentia users of the Facility, are detailed below:

3.12). Development and Employment Fund: DEF isthelargest of the Other Lenders, with aloan
portfolio outstanding of 10.2 million JD, and 3,800 active borrowers. It makesloansof 1,000 JD-
10,000 JD with maturities of up to seven years. It uses the individua loan methodology, and
requires collatera for itsloans. Itsgeographic focusisnationwide. DEF sinterest rates, at 9% per
annum calculated on a declining balance, are considered to be subsidized.
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3.13). The Jordanian Hashemite Fund for Human Devel opment: JHFHD isthe second largest
lender to microbusinesses from this group, with gpproximately 1,000 loans and a portfolio
outstanding of 1.8 million JD. The loan sizes range from 150 JD to 6,000 JD and the loan
meaturities can extend for up to Six years. The effective annud interest rate for loanswith amaturity
of oneyear is 21.5%. Loansare extended onanindividud basis. It lendsnationwide, but itsmain
focusisin the greater Amman and the northern regions.

3.14). The Industrial Development Bank (IDB): DB isthe third largest lender in terms of loan
portfolio, with about 800 loans totaling 3.3.million JD. IDB is more of agenerd lender, however,
meking loansto both individualsand companies. Loan sizesrangefrom 1,000 JD-10,000 JD, with
a maturity of between 2yearsto 7 years. The interest rate of 9% per annum, calculated on a
declining balance basi's, appears to be subsidized.

3.15). The other five lenders, the Near East Foundation, GUVES, UNWRAP, CARE, and the
Noor Al Hussein Foundation each individudly have less than 1,000 active loans and a loan
portfolio of lessthan 1,000,000 JD.

3.16). Thetotd loan portfolio of adl eight Other Lenderstotals 16,980,000 JD and approximately
8,000 borrowers.

3.17). While the totdl loan portfolio of these Other Lenders is relatively smal, their impact on
microfinance regarding the operationd sudainability of individua microfinance lenders is
disproportionate to their 9ze. Firdly, the Other Lenders drain away financidly attractive clients
from the MFIs. Secondly, their subsidized interest rates, while not sustainable over thelong term,
force the MFIs to compete on disadvantageousterms. Thirdly, many of these Other Lendersare
viewed as charitable foundations, and inthe eyes of the borrowerstheir loansareredly grantsthat
don't have to be repaid. This perception has a ripple effect on the MFI's, who can experience
difficulty in obtaining repayment as aresult of this perception.

3.18). The continuation of Some of these practices, particularly the use of subsidized lending rates,
however, may be short-lived. It isunderstood that the Government has been asked to review its
policy of providing financia assstance to indtitutions providing loans a subsdized interest rates.

AMIR Program 15
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SECTION 4. PROJECTED DEMAND FOR MICROFINANCE FOR THE
PERIOD 2000-2004

4.1). During thelast eighteen monthsthere have been three market surveys undertaken to measure
the demand for microfinance in Jordan. These surveys are:

(1). The CDG survey, The Demand for Microfinancia Services in the Micro and Small
Scaed Enterprise Sector in Jordan. July 1998.

(i). The WIDTECH survey: Research Findings on Women's Participation in
Microenterprise, Agriculture, and the Forma Financial Sector. February 1999.

(iit). The CDG survey, Market Specifics Survey #1, East Amman. Ongoing.

4.2). All of these surveys are somewhat incomplete regarding the quantification of the demand for
microfinance in the Kingdom.

4.3). Theinitid survey by CDG ((i) above) projected total demand for microfinancelocansin excess
328 million JDs".

4.4). The second survey by CDG ((iii) above) estimated the number of microbusinesses in East
Amman at about 30,000, of which 75% would be interested in utilizing debt capitd. With East
Ammean comprising 20% of the tota population of Jordan, this would extrapolate out to about
115,000 microbusinesses nationwide, who could be potentid clients of microfinance lenders.

4.5). The WIDTECH survey ((ii) above) estimates the total target market for female-headed
microbusinesses to be approximately 63,000 entities”. Theinitid CDG survey opinesthat women
entrepreneurs comprise approximately 30%-35% of the total microentrepreneuria populatior.
Combining these statistics, the total number of microbusinessesin the Kingdom would extrapol ate
out to 190,000 entities.

4.6). Whileaclearer picture of thetotal demand for microfinanceloansin Jordan will haveto await
the findization of the second CDG survey, the potentid demand is probably in the range of about
150,000 businesses. Moreover, with the high unemployment level expected to continue for the
short to medium term, this number islikely to increase.

! Page 56 of their report.
2 Page 84 of their report.
3 Table A5 and Table A6 of the CDG Report dated July, 1998.
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4.7). The estimate of 150,000 borrowers needs to be discounted, however, by afactor to alow
for those businesses who do not want to borrow, do not need to borrow, or are not considered
creditworthy. A widey recognized discount rate for microfinanceis40%. Applying this discount
rate to the potentiad pool would reduce the likely target market to 90,000 eigible microfinance
businesses.

4.8). A pool of 90,000 potentia borrowersislarge enough to support several microfinancelenders
in Jordan a an operationdly sustainable (and probably financidly sustainable) level over the
medium to long term. B, it is not large enough to support twelve lenders. Consequently, there
will need to be a consolidation amongst the participants, with the number of lendersreducing to a
maximum of, say, 6-7. All of these remaining lenders will need to have a clearly thought out
drategic plan, a detailled marketing strategy, and a sound credit andyss and gpprova system.
They will dso need to have “critical mass’ of at least 5,000 -7,000 activeloans at dl times. Asa
conseguence of these conclusions, the proposed Feacility will have a client base of 6-7 potentia
borrowers, not al of whom may be creditworthy at any given time. The Facility Manager,
therefore, will need to have either a strong credit andys's capability, or very gtrict loan gpprova
criteriaso asto differentiate between those potential borrowers who represent good credit risks
and those who do not.

AMIR Program 17
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SECTION 5. PROJECTED DEMAND FOR FINANCING BY THE BORROWERS
FROM THE FACILITY.

5.1). Asdiscussed in Section 4, “Projected Demand for Microfinancein Jordan”, it is
anticipated that there will be a maximum of 5 digible borrowers from the Facility a any one
time. They will congst of the four identified MFIs plus one of the likely two who probably will
be digible for access.

5.2). It issomewhat difficult to estimate exactly what the funding requirements from the Facility
will befor afive- year period, dueto:
(). Mogt of the MFIs current business plans are stde, and are in the process of being
updated.

(i)). The uncertain status of AMC' s cgpita structure. The origina plan was thet the
JINB’s capita investment of 750,000 JD into AMC would be matched by foreign
investors, thereby giving AMC a paid-up capita base of 1,500,000 JD. Furthermore,
these outside investors also would provide 50% of the debt capita requirements of
AMC, which will total 5,100,000 JD by the end of year 5. Unfortunately, however, the
CBJ hasindicated that it will withhold approva for any foreign investors to elther invest
inor lend to AMC. Furthermore, JNB is not permitted extend loansto AMC for the
time being. Therefore if AMC isto meet the gods of its origind business plan, it may
need funding from the Facility of up to 6,800,000 JD.

5.3). An accurate estimate of the potentia demand from the Facility, therefore, will have to
await the presentation of current business plans from IMCC, CHF and AMC. Additiondly,
clarification is needed from AMC asto how it proposes to resolve its capital structure issues.

5.4). Asan interim step, however, a preliminary demand projection has been prepared, based
on current available data, which is detailed below;

(In000'sJD)
Borrower | Yr1Q3 [Yr1Q4 |Yr2,1H [Yr2,2H | Yr3 Yr4 Yr 5
JWDS 150 265 640 940 1,040 990
AMC 687 687 3,106 3,106 5,991 6,843 5,853
JMCC 100 180 420 620 690 660
CHF 700 700 700 1,000 1,500 1,500
Other 640 940 1,040 990
AMIR Program 18
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Total 687 1,637 | 4,251 5,506 9,491 11,113 9,993

5.5). Theabove projectionsare based on the current business plan of WDS, the maximum funding
gap that AMC currently faces, an estimate for IMCC based on the fact that itsloan portfolio size
will equal 66% of JWDS, and that the Other Lender will approximate IWDS in funding
requirements. CHF indicated that it will need 700,000 JD in the fourth quarter of calendar year
2000, and will rise dowly theresfter.

5.6). The above projections represent a worst case scenario under which AMC is not able to
source any further debtor equity capital from other sourceswhiletheloan portfolio growth matches
the business plan. It would therefore look to the Facility for dl of itsincrementa funding needs.
This sets the potential maximum funding need at gpproximately 11,000,000 JDs, pesking in year
4.

5.7). Theminimum funding heed can be gpproximated by assuming that AMC can sourceitscapitd
requirementsfrom el sewhere, and that no " Other Lender” qudifiesfor loansfrom the Facility. The
minimum amount of the Facility would therefore be about 3,300,000 JD, which also crestsin year
4,

5.8). The extremdy rough projections indicate that the funding for the Facility can be made
available over time. These funding dlocations could gpproximate 1,700,000 JD required by the
end of calendar year 2000; 5,500,000 JD by the end of calendar year 2001; 9,500,000 JD by
cdendar year 2002; and 11,000,000 JD by the end of calendar year 2003. These capital
requirements would be reduced however, by the accretion of the capital of the Facility caused by
the reinvestment of retained earnings from ongoing operations. See Phase 11, Business Plan.

AMIR Program 19



Alternative Funding Facility for Microfinance Institutionsin Jordan Final Report

SECTION 6. POTENTIAL SOURCES OF FUNDING FOR THE FACILITY:

6.0). As discussed in Section 5 “Projected Demand by MFls from the Facility”, the potential
demand for funds fromthe Facility could range up to 11,000,00 JD (US$ 15.5M). However, the
amount to be sourced as capita for the Facility will beless, because of theimpact retained earnings
will have on the capitd Structure of the Fecility.

6.1). Inthe SOW provided for thisassignment, paragraph 2 “ Background”, satesthat “under the
AMIR program, USAID is consdering making the necessary funds available for setting up this
facility. A large enough pool of funds should be made available to meet the financing needs of the
microfinance ingtitutions over the next three years, provided a satisfactory structure for the
management of thisfacility canbeput inplace’.  Thisunderstanding that the start-up and medium
termfunding would be supplied by USAID wasreinforced during ameeting held with USAID gaff
on November 18, when the possible size of the Facility of 4,000,000 —10,000,000 JD was
discussed. Whilethe meeting did discussthe possibility of involving other Funders/ investors, such
as IPC or IFC, the discussion focused on approaching other ingtitutions after the facility was
established, and had developed a performance track record. This will occur after severa years
of operaions. Inthe meantime, though, if the Facility isto be established, al of the funding would
be sourced from USAID. Furthermore this funding would be in the form of a grant.

6.2). The circumstances have now evolved whereby USAID may not provide al of the initia
financing, and/or the availability of the funding could be delayed. If thisis the case, dternative
funding will have to be obtained quickly, snce severd MFIs will need additiona capitd in the
second hdf of caendar year 2000. Should it develop that there is no immediate funding
forthcoming from USAID, AMIR should congder atwin track gpproach for raising funding for the
Fadility. (8) Focus its efforts on getting a smdl amount of funding quickly so as to meet the
immediate needs (say 1,000,000 JD). Then (b) use this breathing space to source larger sums of
capitd from other sources and/or give USAID sufficient time to obtain gpprova for aid requests.

6.3). For these dternative sources of funds, three possible options have been identified:
(i) Other External Donors: Thereis generd agreement that microfinance has akey role
to play in helping the Jordanian economy achieve red growth and aiding in poverty
dlevigionover themedium term. Furthermore, initid reactionsarethat astructurelikethe
Facility provides avitd link for the creation of sustainable MFIs. It isrecommended that
upon the acceptance of the report, and after the potentia demand for the Facility is better
quantified, which confirms the sustainability of the concept, other potentid donors be
approached regarding their interest in participation. Possble providers of start-up capita
indude the Dutch Government, the European Union, the British Depatment for
International Development, and possibly SC. These organizations are likely sources of
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“soft” or grant capital, making them ideal partners for the start-up capital. While they
should be able to inject capitd into the Facility morerapidly than investor capital, whether
they can respond in time for the creation of the Facility is unknown at this stage.

(i1). Other External Investors: A variation of searching for other donor funds would be
to approach externd investorswho, rather than granting fundsto the Fecility, would invest
in it as abusiness proposition. Their capitd injection could take the form of:

Debt Capital: They could be approached for a medium to long term loanwitha
meaturity of aleast fiveyears, but calable on Sx months natice. The maturity of five
yearswould enable the Facility to planitsactivities over the medium term knowing
that it has a secure source of funding, but at the sametimeit could call in the debt
on reasonably short notice. Depending on the attitudes and risk profile of the
lenders, these loans could be structured as ether senior or subordinated debt.
From the viewpoint of the Facility, subordinated debt would be preferable, snce
it would alow gresater flexibility in managing ther capitd sructure. The interest
rate, however, would be higher than what would be payable on senior debt.

Equity Capital: Equity capitd would involve the investor in a risk sharing
partnership with the ather founders of the Facility. Thisinvestment could bein the
formof ether ordinary shares, or preference shareswith acal date set at, say, five
years after the date of issue. Investing through the purchase of ordinary shares
means the investment would be long term and profits would accrue through the
payment of dividendsand theincreasein the net asset value of the shares. Externd
investors may prefer to purchase Preference Shares with a set maturity at par, but
would pay ahigher fixed dividend provided there are sufficient profitsto cover the
dividend payments. This isalower risk dternative to purchasing ordinary shares,
since they would be cashed out on a set date and would take precedence over
ordinary shareholders for the payment of dividends.

Potential providers of either debt or equity capita should be knowledgeable of the risks
of investing in developing countries, and understand the microfinance market. Some
inditutions that have invested in microfinance programs internationdly, and might be
possible candidates include the International Finance Corporation, the German 1PC,
RABO Bank of the Netherlands, or some of the U.S. based socidly conscious mutual
firms such as Calvert Funds, the Parnassus Fund, and Devceap. Interndly within Jordan
it ispossble that DEF may be interested in being an equity funder of the Facility. This
possibility should be pursued.
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The equity dternative, however, will be more time consuming than gpproaching donor-
agencies, snce extremely detailed business plans will have to be submitted to them, plus
there will be extensve legdly guided business negotiations about the capita structure and
legd profile of the Facility. The tax implications will need to be explored in detail aswdll.
These factors will conspire to render this a dow dternative to raisng finance for the
Fadility. This option is more appropriate when the Facility is established, has created a
credit history of good performance, and when time is not of the issue.

(iii). AMIR Contract/Grant Modification: Under this approach, AMIR would request
approva from USAID to modify the origina terms of the exigting grant, whereby funds
could be re-allocated to finance the start-up of the Facility. This approach has the
attraction of being the easest of dl of the options to accomplish, and should be the
quickest to implement. A variation of this gpproach would be for USAID to establish a
separate grant from existing resources to fund the Fecility.

6.4). The key issue of timing, however, remains. USAID needsto provide aclear direction asto
how the Facility isto be financed, and this direction should be obtained by January 31, 2000 at the
latest. Toleave adecison regarding how the Facility isto befinanced beyond thistime will severdy
weaken its ability to raise dternative financing by the time it will be needed in the second hdf of
calendar year 2000.
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SECTION 7. POSSIBLE STRUCTURESFOR THE FACILITY:

7.1). Onthebagsthat therewould be ademand for the Fecility, possible Structureswere explored.
These dructures were consdered from both a lega viewpoint, and from a management
effectiveness approach.

7.2). The following dternatives for structuring the Facility are available for congderation:

(i). The Facility would belegdly incorporated asalegd entity, either asaPerpetua Trudt,
aPerpetua Fund or aLimited Lighility Company. Assuch, it could be designed as either
adand-aone indtitution with its own saff, or it could be managed on a sub-contractual
basis by an exiging organization. Thisexigting organization could bein ether the public or
the private sector.

(ii). The Fadility to be designed as a grant, to be disbursed on aone time basis.

(iii). Divide the avallable pool of fundsinto agroup of smaler funds and make these funds
available to identified beneficiaries for a tria period. The beneficiaries would administer
these smdler individua funds themselves on atrust bad's, using fund accounting practices.
These separate funds would be audited by an externd firm of accountants. Then, after a
successful gewardship of fiveyears, theseindividua funds are dissolved and the proceeds
gifted to the beneficiaries.

7.3). These options are discussed in detail below:

Option (i): A Stand Alone Legal Entity.

7.4). Under this dtructure, a separate Trust, Fund or a Limited Liability Company would be
registered under the appropriate Jordanian Law. The benefitsof using astand alonelegd structure
ae

It issdf-funding. The operationa expenses of running the facility are paid from interest and
investment income, and any surplus profits are re-invested.

As a separate legd entity, it will be managed by a Manager/ Adminigtrator, whose sole
responsibility is the wellbeing of the Facility. He will report to the Board of Directors, or
Trustee, who will oversee the Facility manager’ s performance on aregular basis.
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The publication of financia accounts on a stand- aone basis will greatly add to the
trangparency of the operations.

7.5). The differences between the three possible lega options are asfollows:
7.6). As agtand- aone entity, there are three legd entities that could be used; the registration as
afund, alimited liability company, or asatrud.

7.7). Registration asa Fund: The Facility would be registered under the Securities Act of 1998.
The shareholders in the fund would have to be nominated by AMIR. The duties and
respongbilities of the Manager would be defined by the Fund Agreement with the sharehol ders of
the Fund, and under the Fund's Certificate of Incorporation. Being registered under Jordanian
Law, internationa links or expertise should not be required to operate the Facility effectively, so
both locd and internationa organizations should be digible for consderation.

7.8). Registration as a Trust: Currently, Jordan does not have a Trustee Act as the term is
understood in US-British Commonwedth Law. Thus the Trust would have to be registered
offshore, possbly in Cyprusor in Bahrain. The duties and responsihilities of the Trustee would be
outlined in the Trustee Act of the host country, and in the Trust Agreement itself. In terms of
operationd effectiveness it should not raise operationd difficulties for managers withinternationa
operations, such as the loca offices of internationd banks, but it may creete difficulties for local
managers without offshore operations. Moreover, theissue of who assumesthe foreign exchange
risk will need to be resolved.

7.9). The Limited Liability Company: This structure would be registered with the Registrar of
Companies under the Minigtry of Trade and Industry. It would congist of a Board of Directors,
who would aso be the shareholders in the Company. The company would have aMemorandum
and Articles of Asociation of the company and these, together with the regulations of the
Companies Act, would establish the duties and responsihilities of the Officers and the Board of
Directors.

7.10). The specific roles and responsihilities of the Managers or Trustees would be contained
within the articles of incorporation of the Trust or the Fund, or by way of a management contract
between the Manager and the legd entity of the Facility.

7.11). The Stand Alone Fecility option could be established in two ways. (A) It could be
adminigtered ether by an exigting organization, who would administer it on asub-contractud bas's
behdf of the beneficiaries. Or (B) it can be managed by afull time staff specidly recruited for the
Facility. The strengths and weaknesses of these two dternatives are as follows:
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AlternativeA: APerpetual Facility Administered by an Existing Entity on a Sub-Contractual
Bass.

7.12). The adminigtration of a Facility by an exigting organization has substantial advantages, of
which the main ones are: -

The exiding inditution would have the basic physicd infragtructure in place, namely offices,
communications etc.

The indtitution would have the gppropriate M1 S and investment management software systems
currently in operation, thereby avoiding potentid problemsin designing and starting up these
systems from scratch.

There would be the skilled staff in house who could handle both the investment and credit
duties inherent with the duties of a manager or trustee.

7.13). These atributes will enable the facility to achieve afaster start-up than otherwise would be
the case.

The inditution would have a “track record” of a good performance of undertaking these
responsibilities. Thiswill provide an indicator of their future professional competence.

The administrator would be taking a “reputation risk” whereby should they perform poorly,
their established reputation in the marketplace as a reputable indtitution would be sullied.

An established adminigtrator would have built in economies of scde in their operations. This
would trandate into a lower cost of operations for the Facility than otherwise would be the
case.

7.14). The main disadvantages would be of this approach would be:

The facility may be too smal to warrant the attention of the senior staff of the Manager or
Trustee, with the result that it is poorly administered by junior, or less-experienced, Steff.

Unless the adminigtrator assumes some of the risk for credit and/or investment losses, thereis
no incentive for them to manage the facility in a prudent fashion. Conversely, potentia
adminigtrators may not wish to assume any credit or investment responsibility.
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7.15). There are two broad dternatives to sdecting an exigting entity, namely from the public
sector, or from the private sector. Potentia candidates from the private sector would be the mgjor
accounting firms, the commercid and investment banks, and the Jordanian Fundsand Investment
Trusts. The inditutions in the public or quasi-public sector would could be considered are those
such asthe IDB, JLGC, the Jordanian Investment Corporation (J C) and the Jordanian Mortgage
Refinance Company (IMRC). The are no clear advantages of sdecting an inditution from the
private sector in preference to the quas-public sector, save two:

(1). The perception that the quasi-government inditution is in fact managing government

funds. This could lead to the undesired result that the terms and conditions of the loan

would not be taken serioudy by the borrower.

(i). The private sector ingtitution would have more of a commercia approach to the
operation. This would result in a quicker decison making process, and a more hard
headed gpproach to making loans and enforcing lender’ s legd rights.

7.16). Thefind decison, though, should be made on the basi's of who presentsthemselvesasthe
most effective and efficient manager a a reasonable cost.

Options for Structuring the Responsibilities of Management under Alternative A:

7.17). There are two possible options regarding the responghility of the Manager, depending on
which approach the appointed Manager and AMIR agree to utilize. These gpproachesare either
an adminigrative modd, or an accountable management modd.

7.18). The Administrative Model: Withthismode the Manager actsasan administrator, who will
follow a dtrict set of performance criteria, and does not exercise any discretion in the conduct of
their duties. AMIR will lay down strict requirementsfor: loan gpplications, credit gpprovd criteria,
loan product structure, collateral/guarantee standards, the setting of the maturity and pricing of the
loans, and will define the circumstances under which loans to ddinquent borrowers will be
foreclosed. AMIR will dso define the investment ingruments in which any surplus cash will be
invested. The performance of the Administrator will be measured by how dosdly these guiddines
are adhered to.

7.19). The Adminigtrator will not be responsible for any lossesincurred by the Facility, aslong as
the requirements as laid down are gtrictly followed.

7.20). The management fee will be established as a set rate, with no performance bonus.
Naturdly, thisfee will belessthan what would be paid under the accountable management modd!.
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7.21). The Accountable Management Model: With this approach, the Manager will have full
discretion over the management of the Facility. Thiswill include exercising hisown judgement over
the approva of loan applications, the types of loan made, the collatera/guarantees required, and
when a ddinquent borrower will be foreclosed on. They will dso have full discretion over the
investment of short-term surplus funds.

7.22). Under this moddl, the Manager will be expected to stand behind his credit and investment
decisons, and will, therefore, accept a proportiond sharing of any losses incurred.  Should the
Manager wish to limit the amount of such losses, he can purchase aloan guarantee policy from
inditutions such as the Jordanian Loan Guarantee Corporation (JLGC), the premium of which
would be for the Manager’ s expense.

7.23). The fee payable under this modd will be set on atwo- tier bags. The firg tier will be a
basic adminidrative fee, which isdesigned to remburse the Manager for administering the Fecility.
The second tier will be a performance-based fee, or bonus. The criteria for this performance
fee/bonus will be set by a combination of revenue earned, the number and amount of loans made,
and loan portfolio qudity criteria (defined in accordance with the regulations of the Centrd Bank
of Jordan). The bonus/fee can take the form of a profit sharing arrangement, whereby the net
income of the Facility is divided with the Manager, or it could be aprogressively increasing bonus
payment linked to the performance of the Facility.

Alternative B: A Perpetual Facility as a Sand-Alone I nstitution.

7.24). Under thismodel the Facility would be financed asagtart-up organization, establishing itself
in both alegd and physica sense as a separate operating entity. In addition to legdly registering
itself, and establishing its own governance structure, it would be necessary to:

Egablish its own physicd facilities.

Egtablish a MIS and software programs

Recruit Saff.

7.25). The combination of the above taskswill lead to adower start-up and apossibly higher cost
base than otherwise would be the case.

4 For Example, the salary for amanager would per 36,000 JD p.a; the salary for an analyst would be 18,000 JD
p.a. the annual rent for an office would be 8,000 JD, office and secretarial support would be 36,000 JD p.a.,
and capital expenditure could be 10,000-15,000 JD.
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7.26). Other disadvantages of this approach would be:

Difficulty in attracting quality saff to manage the Facility. The demands of the assignment
would be less than what could be found in other parts of the financia sector, and the Facility
could be limited regarding the sdary leve it could afford to pay.

Asagmdler inditution, its overheads would be higher than if it were part of the larger
financia organization. For example, externd audit cogts, access to financid market deta,
and lega support costs would be consderable for asmdler organization. Regretfully, sze
does count in the financid sector.
7.27). On the other hand, there are consderable advantages to establishing a stand-done, sdif-
managed fecility. Theseindude:

Grester focus on the purpose of the facility, sncethisistheraison d etre of the organization.
As pat of a larger organization with other gods, close atention may not be pad to
developments in the microfinance sector of Jordan.

Faster turnaround time to loan requests and repayments problems would result from a small
organization devoted exclusvey to managing the facility.

Highly specidized expertise would be garnered by a core of staff devoted exclusively to
microfinance.
The gaff in generd, and the Facility Manager in particular, could be held more directly

accountable for their performance.

Financid reporting would be more transparent. With this approach the MIS system could be
designed from the ground up, rather than being derived from an exigting MIS system.

This structure would provide abetter check and balance mechanism on the operations of the
borrowers than would a sub-unit of alarger organization.

7.28). Of these two options Alternatives A, that the Facility be administered by an existing entity
isthe preferred choice. It will permit afast start-up for the operations; require little, if any capitd
expenditure; will be more cost-effective; and will reduce the risk of the Facility suffering from
inexperienced management.

Option (ii): Sructure the Facility as a Grant.
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7.29). With this option, the funds that otherwise would be part of the Facility would be granted
to an exiging indtitution to disburse them to the MF sin accordance with aGrant Agreement. As
such there would be no separate fund or facility to finance microfinance lenders in the Kingdom
on an ongoing basis. The advantages of this approach would be:

Since the grantee would assume ownership of the funds, the bureaucratic follow-up
procedures by AMIR would be minimd.

7.30). The disadvantages of this Structure are:

The funding avallable under this facility for microfinance activities would not grow over time,
since the net earnings from the funding would not be reinvested in the Facility for on-lending
on arotationa basis.

The financia performance of the fund would be difficult to measure, since they are not
accounted for separately by the adminigtrator.

Trangparency in financid reporting would be difficult to achieve.

Commitment to the purpose of the funding would wane over time, since other objectivesof the
adminigtrator and the recipients would assume priority in the decision making process.

A core of knowledge would not be achieved, since the administrator would not be pressed to
focus on microfinance, since the funds have been gifted to the recipients.

It would be difficult to implement independent oversight by way of aBoard of Directorsor a
Trustee.

7.31). This gpproach is conddered to be incompatible with the am of ensuring that the funds will
be used for financing microfinance activities over the medium term and on asugtainablebasis. This
isdueto the lack of trangparency, the lack of accountahility, and the likely waning of commitment
over timeto the purpose of the grant.

Option (iii): Identify the Potential Beneficiaries and have them Manage Their Own Funds
as Trustees on a Fund Accounting Basis. Then, After a Successful Sewardship of Five
Years, These Individual Funds are Dissolved and the Proceeds Gifted to the Beneficiariesas

Equity.

7.32). U_nder thisapproach, thefundsfrom the Facility would be lent to pre-designated lendersfor
a period of five years. During this period the MFIs would have to maintain the proceeds as a
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separate fund and prepare financid statements on a fund accounting basis. During this period
regular reports would be provided to aBoard of Directors who would be appointed for thistask.
The Board would be advised by a professona firm of Accountants, or Bankers about the
performance, control procedures, and adherence to the guidelines of the Facility by the recipients.
Performancewould be measured againg aprevioudy submitted businessplan, and other previoudy
established performance criteria. If, after fiveyears, the MFI’ s performanceisfound to have been
satisfactory, the ownership of the Facility Funds would be transferred to the lenders by its
converson into equity.

7.33). The advantages of this Structure are as follows:

The borrowers would assume full responsibility and accountability for the performance of the
funds entrusted to them.

Reporting would be trangparent through the use of the fund accounting mechanism.

The net earnings from these loans would be reinvested back into the individua Fund, thus
building them up over time.

The segregation of the Facility’ s assets from the borrower’ s other assets ensure that they will
be used only for the prescribed purposes.

Should the borrower’ s performance be unsatisfactory, the money in the individuad funds can
be recalled upon demand.

There is a built-in incentive for the beneficiaries to live up to their obligations, since if their
performanceisjudged to be successful, thefundswill be converted into equity after five years.

It encourages managerid sdlf- reliance on behdf of the beneficiaries.
Thisissomething of alow cost, hands-off option, sincethe Board of Directorswould probably
use the good offices of one of its members for its support services, and the monitoring and
reporting to the board could be subcontracted to an accounting firm.

7.34). There are, however, severa disadvantages to this option:
All of the potentia beneficiaries would have to be identified and evauated in advance. Thus,

should other worthy beneficiaries surface over time, there would be no funding available for
them.
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In the circumstances where the beneficiary’ s performance is unsatisfactory, and the funds are
withdrawn, the beneficiary may experience problemsin achieving a100% |oan repayment rete
from their end borrowers, particularly when word spreads that no repeat loans will be
forthcoming. Moreover, such a step could create long term damage to the reputation of
microfinance in Jordan.

Each beneficiary would have to ingal a Fund Accounting MIS/ accounting system. This
system does not integrate easily with a sandard MIS accounting system, and is difficult to
record and administer.

Conclusion:

7.35). Of the above mentioned four options, it is recommended that Alternative A, a perpetua
fadlity administered by an existing entity on a sub-contracting basis is the most gppropriate
gructure. This approach offers the fastest sart-up, the lowest capital expenditures, effective
adminidration, trangparent accountability, and the best gpproach to attracting skilled professionas
who can manage the Facility in the most cogt-effective manner.

7.36). Regarding the most gppropriate lega vehicle to be used, the legal advice indicates that the
easedt, chegpest and mogt trangparent gpproach is to register the Facility as a Limited Liability
Company under the Companies Act.

7.37). Theregigration of the Facility as a Fund under the Securities Act is not practical sncethis
would permit the Facility to invest in stocks and bonds only, and not make loansto MFIs.

7.38). The establishment of an Offshore Trudt, while having distinct attractions, has three
disadvantages that make it less desrable than a Limited Liability Company. These are:

(). 1t limits the choice of potentid managers to those who have offshore operations

(i). As with al of the dternatives, Centrd Bank clearance would be needed. Legal
counsdl, however, feds that CBJ could be reluctant to approve an approach that alows
the MFIs to borrow offshore.

(iii). The issue of who bears the foreign exchange risk would need to be resolved.

(iv). There could be conflicts between Jordanian Law and the laws of the host country that
might be difficult to resolve.
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SECTION 8. THE ROLESAND RESPONSIBILITIESOF THE MANAGER OF
THE PROPOSED FACILITY:

8.1). Regardless of theform or structure adopted for the establishment of the Facility, and whether
the adminidrative or accountable modd of management is used, the generd duties and
regpongbilities that the Manager will encompass the following:

Adminigter the Facility in accordance with the underlying godsfor which it isto be established.
Comply with the lega and regulatory requirements of the Kingdom of Jordan.

Asaume responshility for safeguarding the assats of the Facility in accordance with the
management contract.

Manage the assets, ligbilities, capitd and transactions on astand-alone basis, so that they are
not commingled with other activities of the Manager.

Manage the affairs of the Facility in a prudent manner.

Under the accountable management model, assume the legd respongibility for any losses
incurred in ether the loan portfolio or the investiment portfolio.

Report on aregular basis to the Board of Directors/Trustees AMIR.

Oversee the production of an audited annua report that complies with the reporting
requirements of the Kingdom.

8.2). These generd requirements, together with the more specific duties and responsibilities, will
need to be defined in the governing document of the Facility. Whether this document is the
Memorandum and Articles of Association, a Trust Agreement, or a Management Contract will
have to be decided. Additiondly, they would need to beincluded in the Funding Agreement with
USAID or other donors, if such adocument is required.

8.3). The Manager of the Fadility initidly will be hired for atrid period, and aterm of oneyear is
recommended. If the performance during this period is satisfactory, the contract then would be
renewed for afurther period of, say, two years. Theregfter, the position of the Manager, regardiess
of the legd structure used, would be subject to an open tender for afollowing three-year period.

8.4). The specific duties and respongbilities under the two options will be asfollows:
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Soecific Duties and Responsibilities Under the Administrative Model:

8.5). The specific duties and responghbilities of the Manager under thismodel are categorized as.
Governance, Accounting & Reporting, Loan Approva and Loan Portfolio Management, Cash
Flow Management, Investment Management and Adminigtrative Duties. Detalls of the categories
of duties and respongbilities are as follows.

Governance:

8.6). These duties will include:

(8 Assst AMIR in the establishment of the Legd Vehicle.

(b) Establish safekeeping facilitiesfor the necessary lega documentation for the Facility. This
will include the physical custody of the certificatesof incorporation and theloan documentation.

(c.) Comply with the necessary legal and regulatory reporting requirements, including the
lodging of any government mandated returns.

(d). Ensure that any tax payments are made expeditioudy.

(e). Edtablish an effective system of Internal Controls, which meets the requirements of the
externa auditor. The externa auditor will be appointed by AMIR.

(f). Prepare and lodge the annud audited financid statements for shareholders and other
interested parties.

(9). Prepare an annud business plan for the Facility, with guidance from AMIR.

(h). Provide sufficient office support facilitiesto enable the staff assigned to managethe Fecility
to conduct their duties in a respongble manner.

(1). Provide the facilities for the forma meeting of the Board of Directors and the Generd
Assambly.

(). Prepare dl of the necessary reports and presentations for the meetings of the Board of
Directors and the Generd Assembly.
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(k). Provide secretarid services for these forma meetings and prepare the minutes of these
meetings.

(). Supervise compliance with any other legd requirements.
8.7). Accounting and Reporting Requirements:

(a). Establish/adjust the accounting system so asto be able to record and report on the assets,
lighilities, capitdl and transactions of the Facility on afund accounting basis.

(b). Design/Modify the Management Information System (MIS) so thet it can perform the
following tasks

(1). Loan Portfolio tracking

(ii). Investment Portfolio management

(iii). Cash How Management (including projections)

(iv). Prepare the reports required by legal and regulatory requirements.

(v). Providethe required reportsto AMIR.

The formats of the above-mentioned reports will be provided by AMIR.
(c.). Establigvadjust the accounting and interna control procedures for the management and
control of al transactions, the flow of information and the creetion of an audit trail for the
Fadility. Thisduty would be best accomplished by working in conjunction with the designated
externd auditor of the Facility.

(d). Enter dl transactions in the accounting sysems and maintain the integrity of the underlying
database.

(e). Produce monthly reports on the loan performance®

(f). Produce monthly reports on the investment portfolio performance
(9). Produce monthly financid statements.

(h). Prepare monthly bank reconciliations.

8.8). Loan Approval and Loan Portfolio Management:

5 AMIR will prepare all forms for use by the Manager.
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(8. Review annua business plans provided by the MFls for the establishment/renewd of the
annud credit facility.

(b). Review audited annua financia report of the MFIs, as part of the review for the
edablishment/renewd of the annud credit facility.

(c.). Approve the loan facility, aslong asthe MFI meets the defined guiddines as outlined in
the Section 13 “ Credit Criteria for Potentid Borrowers’. Theresfter, notify the MFI of the
goproval. Details of the credit analyss, and other working papers, are to be maintained in
separate credit files for each MFI.

(d). Prepare legal documentation for the establishment of the Facility. Thesewill be standard
forms, which will have been prepared in advance.

(). Sgn legd documentation on behdf of the Facility.
(). Review and approve the loan drawdown requests by the MFI under its respective credit
line. In particular, the schedule presented by the MFI of projected loan repayments from
microbusinesses that it will use to finance the repayment to the Facility is to be scrutinized
caefully.
(9). Disburse the loan drawdown to the M.
(h). Monitor the loan performance repayment monthly, through the loan tracking system.
(i). Collect and deposit the monthly loan repayments of principa and interest from MFIs. This
system can be structured on a sl f-management basis, whereby the MFIswould deposit funds
directly into the Facility’ s bank account.
(). Underteke loan recovery procedures, including enforcing legd clams when loan
repayments by the MFIs are past due. The loan recovery procedures will be outlined for the
Manager by AMIR.

8.9). Cash Flow Management:

(a@). Prepare annua cash flow projections for the Facility on a monthly bass, using the
projection mode to be provided by AMIR.

6 See Section 12 “ Proposed L oan Products’.
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(b). Managetheliquidity of the Facility, so that thereis sufficient funding availableto meet both
the borrowing requirements of the MFIs, aswdll as the payment of operational expenses.

(c.). Invest and redeem surplus fundsin approved short-term investment instruments, o asto
minimize surplus nor-income earning funds. See Section 17, “ Treasury Functions’.

(d). During the start-up phase of the Facility, request drawdownsof fundsfrom USAID/AMIR
on an as needed basis.

8.10). Investment Management:
(8). Edtablish an investment portfolio tracking system.
(b). Invest surplus funds, as indicated by the cash flow projection modd, in an approved list
of short- term investment indruments. AMIR will set the definition of surplus funds.

8.11). Administrative Duties:

-+ (a). Open and adminigter the necessary bank accounts and custody accounts in the name of
the Fadility.

(b). Egtablish safe depository facilities for the loan documentation, and other legal recordsfor
the Facility. Thiswill include the design of alegd documentation regigter.

(c.). Identify or hire gaff for the management of the Facility.

(d). Makethe designated staff availablefor training in microfinance, which will be provided by
AMIR.

(€). Prepare an annua business plan for the Facility, for gpprova by the Board of Directors
and/ or by AMIR.

(f). Pay dl operationd expenses of the Facility.

(9). Review and prepare a summary report for AMIR on the monthly operational reports
forwarded to the Fecility by the borrowing MFls.

(h). Prepare the monthly reports on the performance of the Facility to AMIR, and the Board
of Directors.

(1). Manage the annua audit of the Facility by the externd auditors.
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Specific Duties and Responsibilities Under the Accountable Management Model:
8.12). Under thismodd the duties and respongibilities fundamentaly will be the same as under the
Adminigrative, but with three exceptions:

(1). There will be less oversght of the Manager by AMIR and the Board of Directors,
thereby reducing the intengity of the reporting requirements.

(i1). AMIR will not provide specific guideines for the loan gpprova and investment
policies of the Manager.

(iii). The externa auditor will conduct a management audit aswell asan legd audit of
the operations of the Facility.

8.13). The following specific duties and responsbilities under the adminigtrative modd will be
adjusted for thismodd as follows:

The reports outlined under the Accounting and Reporting Requirements are to be prepared
quarterly ingtead of monthly.

Loan Approva and Loan Portfolio Management, bullet point (c.). Insteed of following the
guiddines for approving the loan, the manager will b able to exercise their own discretion
concerning approving or regecting the credit facility gpplication and gpproving or regjecting the
loan draw-down request by the MFI.

Investment Management, bullet point (b). The Manager will be able to invest the surplus (as
defined by AMIR) at their own discretion.

8.14). The offset to this reduction in the level of oversight, and theincreaseinthe use of their own
judgement, is that the Manager will be held accountable for any losses that occur. This gpplies if
the losses result from the exercise of poor judgement, inadequate interna controls, or adownturn
inthe locd economy. On the other hand, the Manager will be dligible for a performance-based
bonus.
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SECTION 9, REVIEW OF THE JORDANIAN LOAN GUARANTEE
CORPORATION ASA POSSIBLE ADMINISTRATOR OF THE FACILTY:

9.1). The SOW requiresthat the consultant eva uate the strengths and weaknesses of the Jordanian
Loan Guarantee Corporation (JLGC) regarding its candidacy as a potentid inditution to manage
the Facility. Furthermore, recommendations should be made regarding any needed organizationa
and operationa changes that would be necessary for LGC to implement, so that it could manage
the Facility. Asan dterndive, this review should aso explore the possibility of J.GC providing
guarantees for loans made by the Facility, if the Facility were to be managed by another party.
Fndly, under phase 3 of the SOW, JLGC' s policiesand procedures are to be reviewed, and new
ones drafted, to enable JLGC to undertake its duties, should it be gppointed as manager of the
Facility.

9.2). In undertaking this component of the SOW, the consultant met with the senior management
of JLGC’, reviewed the report of an audit undertaken by an audit team from USAID, examined
JLGC’s annud report for Financia Year 1998, and held discussions with senior officias with
USAID. Additiondly, opinions about J.GC's reputation amongst the financid community were
canvassed during the meetings held with representatives from the formad financid sector of the
Kingdor?.

9.3). Inthe course of thisthe review, the following findings were ascertained:

The audit report undertaken by an audit team from USAID Cairo® raised severa concerns
regarding JWDS' operations. These included:

(1). JLGC appeared to have gone beyond the terms of the written agreement regarding the
granting of guarantees to businesses larger than permitted, and increased the program
limits. While the USAID misson may have known about these variances, nothing had
been documented by ether party concerning awaiver of the origind terms of agreement.

(i1). The fee structure charged for the guarantee programs were insufficient to cover the
operationa and loan loss expenses. While JLGC was aware of this problem, and knew
that the fee structure for the export credit guarantee had not been subject to an actuarial
study, no steps had been taken to correct them. JLGC indicated to the audit team that it

"Meeting with Dr. Saleh and Mr. W. A. Zir on October 4, 1999.

8t is understood that aleading accounting firm also has undertaken areview of JWDS. The consultant,
however, has not been made privy to thisreport.

® Audit of Jordan Loan Guarantee Corporation’ s |mplementation of USAID/Jordan’ s Loan Guarantee
Activities; July 15, 1998.
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would request assistance from USAID to correct these shortcomings. Another example
of adow reaction to potentid problems noted by the Audit Team was that no study had
been undertaken to ascertain whether or not there was an underlying pattern to the
guarantee defaults that had occurred.
(iii). The audit report noted that the provison for the payment of a dividend to the CBJ
was contrary to the Program Implementation Letter. Additionaly, the audit report stated
that this provision needed to be reversed, so that these funds could be reinvested into the
capita of LGC. The USAID Misson's|etter of response to the audit report noted this
finding, and stated that they had requested that the provision be reversed and the funds be
credited to the reserves. Furthermore, USAID had requested that the CBJ not withdraw
any fundsinthefuture. But note9 of L GC'’ saudited financid statementsasof 12/31/1998
states that these dividends have been deferred until August 30, 2002. This completely
contradicts USAID’ swishes in this regard.

I naddition to the matter of the deferment, rather than the cancellation of the dividend payment

to the CBJ, several other issues arose from JLGC's 1998 annua report.

(). Thevdue of ILLGC'sinvestments were written down by 20% during the year. This
cdlsinto question either LGC' s investment analyss capatilities.

(i). JLGC appears to be an expense heavy indtitution. For example, during 1998 the
number of JLGC gaff fell from 28 to 27, while sdaries and wages rose 35% during the
year. These figures suggest that I.GC would not be a codt-effective manager of the
Fadility, an important congderation in light of the god that the Facility be financidly
sugtainable from the commencement of its operations.
Subsequent to our meeting with him, Dr. Salah, thethen Director Generd, has been appointed
to a new pogtion as Secretary Genera of the Ministry of Planning, and a new Director
Generd, Mr. Said Himani has been gppointed. This management turnover, while not having
alongtermimpact on JLGC' sability or otherwiseto managethe Facility, does suggest thet the
senior management should be giventimeto settleinto itsnew position beforethey are burdened
with any new respongbilities.
The CBJ has expressed certain reservations about the MF s having a direct relationship with
JLGC“a thistime'.

9.4). These above issues suggest that JGC may not betheided inditution to managethe Facility,
a leadt in the short to medium term while these aboveissuesremain outstanding. Furthermore, to
ask JLGC to manage the Facility, while smultaneoudy providing loan guarantees, a service that
is perceived to be an extremdy useful contribution, would represent amgjor conflict of interest for
management. Therefore, it is recommended that JLGC not be requested to act as the manager of
the Facility. Consequently, JLGC' s policiesand procedures have not been reviewed asisoutlined
in the SOW. However, it is proposed that negotiations be opened with JLGC regarding them
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providing loan guarantees for the loans made by the Facility to the MFIs, or by the MFIsto their
clients, to obtain an expresson of interest for thisproposa. Then, the manager can apply to JLGC
for such insurance coverage, should it be deemed necessary.

SECTION 10. POTENTIAL EXTERNAL MANAGERSOF THE FACILITY:

10.1). Anintegrd part of the SOW was to identify and design a management structure for the
Fecility. One of the principa conclusonsof the consultancy isthat the most efficient cog-effective
approach for the management issue is to sub-contract the management to an exigting financia
Sector indtitution.

10.2). Tothisend, thefollowing firmswere contacted, initidly to enquire asto whether they would
be interested in managing such a Facility, should it be established. These firms were selected from
a broad spectrum of the financia sector. The Professional Accounting Firms were aso queried
asto their leve of interest in undertaking the management audit and legd auditing roles, which are
outlined dsaewherein this report.

Jordan Investment Trust PLC
Arthur Andersen

Citibank

PriceWaterhouseCoopers

Jordan Mortgage Refinance Co. Ltd.
Deaitte Touche Tohmatsu

Indugtrid Development Bank

HSBC

Jordan Investment Corporation

10.3). At this stage the following responses have been received.

Jordan Investment Trust: Interested in managing the Fadility on the Adminigtrative
Mode only.
Arthur Andersen: Not interested in a manageria role, but is keen to

undertake the management audit and legd audit functions.
PriceWaterhouseCoopers: Interested in managing the Facility on the Adminidrative

mode basis. They are dso interested in performing the

management audit and legd audit functions.

Jordan Mortgage Refinance  They are interested in managing the Fecility. They
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Corp. proposed that initidly they would dart with the
Adminidrative modd, and then performance permitting,
might progress to the Accountable Management modd.

Indugtrid Development Primarily they are interested in the Adminigtrative
Bank. model, but did not rule out the Accountable
Management modd!.

10.4). These responsesindicate two points. Firdly, thereis consderable interest in managing the
Facility on a sub-contractual basis. Secondly, the mgority of the potentia managers are risk
averse, preferring the Adminigtrative modd of management contract.

10.5). Based on these responses, the next step should be to prepare a detailed outline of the job
description and send it to the gpplicants requesting proposals from them and including their fee
gructure for undertaking this responsbility. Thisjob description could be based on the following
sections of this report:

Section 8. Roles and Responsihilities of the Manager of the Proposed Facility

Section 11. Outline of the Terms and Conditions to be Included in the RFP and the
Management Contract with the Facility Manager.

10.6). When these proposals are received they will need to be reviewed in light of the gpplicants
ability to manage the Facility, their experience in undertaking these types of duties and
responghilities, and their professond and ethicd standing within the business community.
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SECTION 11. AN OUTLINE OF THE TERMSAND CONDITIONSTO BE
INCLUDED IN THE RFP FOR THE SELECTION OF THE FACILITY MANAGER:

11.1). Detailed below arethekey criteriathat areto beincluded in the Request for Proposal (RFP)
and /or in the management contract (the Contract) for the position of Manager:

Legal Satus of the Manager: The manager must be aregistered legd entity within Jordan,
who is permitted to hold property, and make investments in financia insruments both within
and externd to Jordan. If thefacility is established as an offshore Trugt, the Manager must be
registered to make investments in both the host country of the Trust, as well as in Jordan
(RFP).

Years of Establishment: The Manager must have been in operation for at least three full
financid years (RFP).

Minimum Capital Requirement: The progpective manager is to have aminimum net worth
of 10,000,000 JD both prior to and during the life of the contract (RFP and Contract). If this
is not possible due to the corporate structure of the Manager, an acceptable bond can be
posted.

Fiduciary Responsibilities: As part of its Memorandum and Articles of Association/
Certificate of Incorporation, aswell as under the Law of itsincorporation, the Manager must
have the specific authority to undertake Fiduciary activities. Moreover, the Manager must have
aminimum of three years experience a undertaking fiduciary duties and respongbilities (RFP
and Contract).

Experience in Credit Analysis. The Manager must provide have a least two years
experience in analyzing financid inditutions from the viewpoint of extending loans or making
equity investments, or of auditing/advisng inditutions underteking these activities. This
experience could be displayed by supplying and list of the previous mentioned transactions, or
by making avallablefor review detailsof their proceduresfor undertaking suchfinancid andyss
(RFP).

Loan Administration: The Manager isto provide details of their existing or proposed Loan
Adminigtration and Tracking Procedures. This system must be able to administer and track
at least 25 loans smultaneoudy (RFP).

Protecting the Assets of the Facility: The manager isrequired to have both the capacity and
the willingnessto pursue lega remediesin those caseswheretheloans madeto MFI lgpseinto
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default, or in other circumstances where the assets of the Facility are put at risk (RFP and
Contract).

MIS Systems. The MIS system of the Manager isto have the capacity to produce Financid
Statements required by AMIR on a fund accounting basis. Additiondly, the Manager is to
have the proven capacity to produce the loan portfolio and reports as outlined in the Section
16, Loan Monitoring Systems/ Recommended Reporting Systems. (RFP and Contract)

Experiencein Managing a Portfolio of Short TermInvestments: TheManagerisrequired
to have at least three years of experience in managing a portfolio of short- term investments,
ether within or outsde of Jordan, or auditing/ advising firmswho do. (RFP).

Investment Portfolio Tracking System: The Manager is to have an effective investment
portfolio tracking system. This system isto be capable of tracking the short term investment
portfolio of the Facility so as minimize the amount of idle cash on hand in the Fecility’ s current
account at any onetime. Furthermore, the system must be able to produce the reports on the
Short Term Investment Portfolio as detailed in the Section 16. (RFP).

Annual External Audit: The Manager is to be subject to an annual externa audit, to be
undertaken by an audit firm, gpproved by AMIR. Currently these firms are

Arthur Andersen (Allied Accountants)
Deloitte and Touche (Saba & Co)
PriceWaterhouseCoopers (Bawab & Co)
Whinney, Murray, Ermg & Erngt

KPMG Peat Marwick

At the time of lodging the proposa, the prospective managers are to provide financia
satements for the three preceding years, which have been audited by one of the above-
mentioned firms (RFP and Contract).

Duties and Responsihilities: Depending on which management modd is adopted (The
Adminidrative moddl, or the Accountable Management modedl), these will need to be
edtablished in detail and can be based on Sections 8 and 11. (RFP (outline), Contract

(detailed)).

Fee Structure: This will depend on which of the two the management models is to be
adopted, and will be the subject of negotiation between AMIR and the Manager/
Adminigrator. Aspart of theforma RFP, gpplicantsareto be requested to submit aschedule

AMIR Program 43



Alternative Funding Facility for Microfinance Institutionsin Jordan Final Report

of feesfor consderation. The annua fee should be paid quarterly in arrears. (RFP (proposa
from applicant), Contract (detailed)).

Length of the Contract: Initidly, the contract will be for a one-year tenor, which upon
satisfactory performancewill be extended for afurther two years. After theexpiry of thisthree
year period, the new contract should be put out to open tender (RFP and Contract).

Circumstances Under Which the Contract will be Cancelled: The circumstances under
whichthe Facility/AMIR has the right to cancd the adminigtrative/management contract need
to be described in detail (the Contract).

Governing Legal Code and Settlement of Disputes: If the Facility islocated in Jordan, the
Jordanian lega code will be the governing legd datutes. If an Offshore Trudt is used, ether
English or New Y ork State Law should be the governing statutes.
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SECTION 12. PROPOSED LOAN PRODUCTSFOR THE FACILITY:

Background:

12.1). General banking practice in Jordan is to provide only short- term credit facilitiesto clients,
primaxily through the use of an overdraft facility, with medium to long term crediit representing only
asmdl proportion of thetotal. It should be noted that, theoretically, an overdraft can be cdled
inby thelending bank on ademand basis. Apparently, itisvery unusud for Jordanian commercia
banksto lend for longer than a five-year maturity, and such loans would apply only to top grade
magor corporations. For high qudity middle market dients, the maximum meaturity available to
them would be three years'®.

12.2). While there may be unsatisfied demand for long term credit in the Kingdom in generd, and
inmicrofinancein particular, thesetypes of loansare not being made. Thisispartidly becausethe
manageria capability to andyze and gpprove them, and the necessary MIS systems to monitor
them, are lacking, asisthe availability of creditworthy long-term borrowers.

Requirements of Users of the Facilities:
12.3). A review of the funding needs for the most likely borrowers under the facility'* display an
overwheming focus on providing short-term loans to their dlients. This estimated loan demand

isasfollows

AMC: 70% of loan portfolio < 6 months maturity = 1,211,000 JD Yr. 1
=5,891,0000D Yr.5

JWDS 85% of loan portfolio < 10 months maturity = 1,337,000 JD Yr. 2
82% of loan portfolio < 10 months maturity = 1,946,000 JD Yr.5

JMCC 100% of loan portfolio < 5 months maturity = 251,000 JD Yr. 2

10 Meeting with Mr. F. Sharaf. Manager, Investment Banking Unit, Export and Finance Bank, November 10,
1999.
1 IWDS, AMC, IMCC, CHF

AMIR Program 45



Alternative Funding Facility for Microfinance Institutionsin Jordan Final Report

=1,521,068 0D Yr.5
CHF 11% of loan portfolio < 6 months maturity = 29,000JD Yr.1
84% of |oan portfolio < 6 months maturity = 3,400,000 JD Yr. 5

12.4). These projectionsindicate that the overwhe ming need for financing by borrowerswill befor
ghort- term funds. While some lenders, such as AMC and IMCC will be making loans with
meaturities of up to 18 months (for AMC), the proportion of the loans compared to the total
portfolio will be redively smdl.

12.5). With this background, it is proposed that the Facility’ s loan products for the MFIs be short
termin nature, with the maximum maturity set at thirteen months. Thereasonsfor thisarethreefold:

(). It will match the cash cycle of the end clients as well as matching the cash cycle of the
borrowers from the facility.

(i). Shorter loan tenors, correctly structured, will involve less risk for the Facility.
(ifi). It complieswith the historical experience of both lenders and borrowersin Jordan, and
therefore will not entall achange in the mindset of both borrowers and lenders.

Proposed Loan Products:

12.6). Within this maximum tenor of thirteen months, two loan products will be offered, each of a
different maturity:

(). Short Term Loan: The first product will be for up to sx months. This product is
tallored for use by those borrowers who offer loan products to their clients with short
meaturities. Thiswill include the Ramadan Loan Product for WDS, together with theinitia
group loan products offered to its borrowers. Also, it will be appropriate for IMCC
whose proposed |oan products have a maximum maturity of 20 weeks.

(if). Long TermLoan: The second loan product will befor amaturity of between 6 months
and 13 months, and isintended for usage for working capita loans and capita investment
loans with a repayment period of less than 13 months. This loan product is targeted at
AMC “B” product withitstenor of 12 month, and WDS sindividua working capita loan
of 10 months and tranche 1 of the capita investment loans that have a maturity of 12
months.  This structure will dso permit financing to be available for loans of a shorter
maturity under CHF s Individua Loan Product.
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12.7). Repayments to the Facility will be made on amonthly basis for dl loan products.

12.8). Condderation was given to the idea of cregting a revolving line of credit or an overdraft
facility for the potential borrowers. The proposa of an overdraft was ruled out on the basis that
it needsto betied to abank account, and therefore can only beissued by aregistered commercial
bank. The proposd of arevolving line of credit for generd use was dso decided againg at this
sage. International practice has shown that MFIs generally do not have strong treasury
management skills, and that the tendency is for them to re-invest dl surplus funds in their loan
portfolio rather than setting aside the proceeds of |oan repayments to repay their own fadility. As
a result, when the lender demands repayment from the MH, the MFI has to cdl in its loan
portfolio, which then triggerswidespread defaults. Given this Stuation, the Fecility will lend againgt
aclearly defined loan portfolio only, the proceeds of which will be specificaly earmarked for the

principal repayment.

12.9). The maturities of these loan products will need to be reviewed a least annually to match the
developing needs of the MFIs. The underlying principal should remain, though, that the facility
provides the short term financing requirements of the MFI's, while they usetheir own resourcesto
fund the longer term needs of their client base.

12.10). The collatera requirements will vary by the assessed levd of risk, and the projected usage
of theline of credit. The key assat that the MFIs have is their loan portfolio, and where possible
this should be accessible by the Facility if need be. The loan documentation between the Facility
and the MFI will need to be structured so that the Facility isin apriority position to other creditor
partiesin the collection of these|oans. Furthermore, the Facility needsto have the option to collect
the outstanding loan portfalio in its own name, should the MFI be declared bankrupt.

Operational Proceduresfor the Facility:

12.11). The proposed operationa procedures for using the Facility will be asfollows:

(i). After the MFIshave prepared their annua business plans, and if these plans project a
need for loan capitd, they should submit arequest for a‘line of credit”.

(i)). The Manager will review the application for the line of credit.
(ii). If therequest for aline of credit is approved. The MFI is notified as such, and legd

documentation for the line of credit is completed. The maturity of the Line of Credit will
be for one year, renewable annudly subject to an annua review.
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(iv). When the debt capitd is needed, the MFI requeststhe borrower, and s multaneoudy
presents a schedule of the loans that will be funded and/or the cash flow of loan
repayments that will repay the loans (this latter option isincluded is the loan is requested
to pay operating expenses). The principa repayment terms are then structured so as to
match the loan repayments being received by the MF. The advantage of the line of credit
loan draw down gtructure is that the Manager will not have to review each drawvdown
request in detall, snce the bulk of the andytica work will have been done at the timethe
line of credit is approved. Thiswill result in afaster disbursement than otherwise would
be the case.

(V). Theloan isthen repaid monthly, both principa and interest.

(vi). All initid borrowings from the facility will be the short-term working capita loan.
Then, after the MH has successfully serviced thisinitia loan, it can access the long-term
loan product.

(vii). After the MH s have demondtrated their ability to manage their treasury functions
effectively, greater flexibility could be introduced by not tying the loan repayments by the
MFIsto the Facility with the loan repayments the MF s receive from their borrowers.

(viii). When MFIshave proven their capacity under (vii) above, greater flexibility could be
introduced by making avallable arevolving facility to the MFI s,

12.12). While these requirements might be dricter than creditworthy clients could avail themselves
of in the commercid market, this is more than offset by the pricing structure. See Section 14,
“Proposed Pricing Mechanism for the Loan Products to be Offered”.
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SECTION 13. CREDIT QUALITY CRITERIA FOR POTENTIAL BORROWERS:

13.1). In order to ensure the ongoing viability of the Facility, only those borrowers who present a
viable business plan will be consdered for loans. Furthermore, these borrowing ingtitutions must
meet additiond criteria such as compliance with the misson statement of the AMIR program,
proper legd datus, and the managerid ability toimplement their operationa plans. The purposes
of these criteriaare twofold. Firdtly, to ensure that the borrower isfinancidly sound, and will be
usng theloan proceedsfor the purposesfor whichitisintended. Secondly, these criteriawill act
as a screening mechanism, so that when loan gpplications are received, it is likely that the loan
request will be gpproved. These criteria are proposed as initid guidelines, and will need to be
modified as experience is gained regarding their gpplicability.

13.2). These criteriawill be both quantitative and quaitative in nature, and fall under the following
categories.

Governance:

Financial Viability:
Target Market:

Loan Structure:
Reporting Requirements:

Governance:
13.3). Theborrowerswill haveto meet thefollowing termsand conditionsre corporate governance:

Regigtered as a Non Profit Company, or a Limited Liability Company with the Register of
Companies, under the oversight of the Ministry of Trade and Industry.

The borrower, or its antecedents, must have at least fifteen months of operational experience
in the fidd of microfinance at the time of the loan application.

At least 50% of the Board of Directors are not to be employed by the borrower, the parent
of the borrower, or an affiliate of the borrower. At least two Board Members will have a
background, or forma education, in banking, finance, or accounting.

The Memorandum and Articles of Association specify that the primary purpose of the
borrower isto providefinancid servicesto microentrepreneurs on an operationdly sustainable
basis.
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The Board of Directors is required by the Articles of Association to meet at least once a
caendar quarter.

Provide audited financid statements, including a Balance Sheet, an Income Statement, and a
Cash Flow Statement (Sources and Uses of Funds) annudly. These financid dtatements are
to be prepared in accordance with the Internationa Accounting Standards Committee's
guiddines. The audit is to be undertaken by one of the auditing firms listed in the Section 18
“Compliance and Audit Criteria’, in accordance with Internationa Auditing Standards.

Loans to board members are prohibited. Loansto staff are alowed, but subject to the same
terms and conditions as other borrowers, and the loan amounts are pegged at 75% of theloan
Szes permitted to normal clients.

Senior management, including the Program Director, the Finance Manager and the Operations
Manager, must collectively have three years of experience with microfinance. Moreover, the
Program Director must have been with the MFI at least Six months before aloan drawdown
can be made.

Financial Viabhility:

13.4). At thetime of gpplication the borrower must be able to meet the following financid criteria:

Present a redigtic business plan that projects the achievement of operationa sustainability
within 4 years of commencing operations, and the achievement of financia sustainability within
sx years’?. Inthecasewhere MFIsare aready well established, thetargets should be 3years
and 5 years respectively.

Have achieved an operationa sustainability ratio™® of at |east 50% for the preceding six months.

Thetrend of the operationd sustainability ratio must be positive, improving a an annudized rate
of at least 20%.

The portfolio at risk ratio, measuring late payments as those which are past due longer than 30
days, of lessthan 7.5%.

Theloansin arrearsratio, measuring arrears as those loans with repayments due that are past
due more than 30 days, of less than 2.5% of the total |oan portfolio outstanding.

12 As defined by CGAP/SEEP
3 As defined by CGAP/SEEP.
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The Loan Loss Reserve must equd at 2.5% of the totd of the loan portfolio outstanding.

Tota equity to have averaged in excess of 600,000 JD for the preceding six months.
Additiondly, the trend for the growth of tota equity must be postive, increesng a an
annualized rate of 10% per year.

The equity multiplier ratio before borrowing under the facility is to be less than 1.5:1.0.
Including the loan reques, the equity multiplier isto be lessthan 2.5:1.0.

The debt to equity ratio before borrowing under the facility isless than 0.5:1.0. Including the
loan request, the equity multiplier isto be no more than 1.5:1.0.

Liquidity. The borrower isto have sufficient liquidity (defined as cash, short tem investments
and loan principd repaymentsrecea vablewithin the next thirty days) equd to thetota of 8.33%
of the total annua operationa budget plus 4% of the projected annual loan disbursements.

Target Market:

13.5). The borrower’ s misson satement must include as a primary god, the provision of banking
services to microentrepreneurs. Microentrepreneurs are defined as individuals who conduct a
business activity with fewer than ten employees. Thereis no requirement regarding gender other
than contributing towards AMIR’ sgod that 50% of the combined |oan portfolio of dl of the MFIs
are loans to women. Thereis no aminimum requirement or target for agricultura or rura loans.

13.6). In order to meet this requirement, only 10% of the number of individual loans disbursed
during the preceding twelve months are to be for amounts greater than 7,000 JD (inflation
adjusted). Additiondly, theseloans must not exceed 25% of the loan portfolio outstanding during
the same twelve-month period.

Guiddlines for the Loans extended by the MFIs that are Eligible for funding from the
Facility:

13.7). For the Manager to approve aline of credit for the MFI, the MF’ sown loan criteriamust
comply with thefallowing:

The loans must be for business purposes.

The maximum meaturity for loans to be funded by the line of credit will be 12 months.
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A lump sum repayment of principd at the maturity of the loan must not exceed 40% of the
principa amount borrowed.

Interest payments on the loans must be made at least monthly.
The maximum loan sizes to be financed under the line of credit are 5,000 JD
13.8). If the loan is to be for covering operationd expenses, the outstanding loans whose

repaymentswill be used to repay the loan from the Facility must comply with the above guiddines.

Reporting Requirements:

13.9). Reports to be Produced by the MFI for the Facility: To ensure that the MFI is capable
of generaing enough management information for its own internd management purposes, and to
meet the needs of the Facility manager, the following reports must be produced in atimely manner.

Monthly/ quarterly Income Statements
Monthly/ quarterly Balance Sheets
Monthly/quarterly Cash Flow Statements
Monthly Liquidity Projections
Monthly Loan Portfolio Reports by:

Ading

Credit Agent

Branch Office

Loan Type

Loan Purpose

Loans Past due, by credit agent

Portfolio at risk, by credit agent
Summaries of actud results against forecast
Annua five year budgets/forecasts, with semi-annud revisons.
Ratio andys's, usng the SEEP/CGAP ratios.

13.10). Reportsto be prepared for the Facility: The reportsto beforwarded to the Facility are
outlined in the Section 16 “Loan Monitoring Systems/ Recommended Reporting Systems’.
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SECTION 14, PROPOSED PRICING MECHANISM FOR THE LOAN PRODUCTS
TO BE OFFERED:

| ssuesto be Considered in Establishing the Lending Rate:

14.1). The identification of a pricing mechanism to use as a basis to establishing the interest rates
on the loan products took into account the following issues.

(). Access In common with internationa experience, the main chalenge microfinance
lenders face is obtaining access to debt capitd, rather than the price of such capita once
it is obtained. The barriers to accessing debt capita from the commercid banking sector
normally consst of: (i) Percelved un-profitability of lending to MFls, due to the relatively
andl loan sze. (ii) Lack of regulatory oversight. (iii) Inability to post real assets as
collaterd. (iv) Inexperienced management. (v) Aninsufficient track record. (vi) A lack of
undergtanding about microfinance by the lender. Hence, once access was gained,
microfinance lenders would be prepared to pay market rates, particularly since best
practices outline the need to “cost” equity capitd and subsidized lines of credit at an
“imputed cost of capitd”.

(if). Sudtainability of the Facility: It is essentid for the facdility to be financidly sustainable
if it isto make funding avallable to microfinance providers over the medium to long term.
Consequently, itsinterest rates must be set a aleve to cover operationd costs, amortize
the cogts of capital equipment, alow for loan losses and increase the capitd of thefacility
a aratethat at the least retains the purchasing power of the avallable funding over time.
In sum, the facility must not be viewed as a chegp source of funds.

(iit). Trangparency: The microfinance community needs to be reassured that the interest
rate isnot set in acagpricious manner. Consequently, it needsto be linked to an index that
is widdy understood, and is published by a reputable authority on a regular bagsis.
Moreover, thisindex needs to represent market conditions.

(iv). Affordability: It is axiomatic that access to the debt capita markets needs to be
priced that represents a reasonable balance between lender and borrower so that it
matches their individua risks and rewards. Concern has been expressed, however, that
setting the cost of accessing the facility at a competitive borrowing ratewould resultinan
interest rate that would be too high. A more gppropriate “price’” would be one that
approximates the wholesdle cost of funds to the commercia banking sector. Thiswould
be in the form of aweighted average cost of funds for the commercid banking sector.
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(v). Levd of Utilization: The Facility isto be structured asa*lender of recoursg’. Assuch
borrowers need to view thefacility asasource of fundswhentheir other, cheaper, sources
(primarily equity) of capitd have been exhausted. Furthermore, access to the facility
should not be permanent, rather it should be accessed on alast source basis, and be the
first source to be repaid. To encourage this attitude by borrowers, an incentive will have
to be reflected in the pricing.

14.2). Complying with dl of these issues is chdlenging, particularly the ones concerning
sudtainability and affordakility.

14.3). Access. Theissue of accesswill be anissue of creditworthiness. Access will be avallable
to dl inditutions who meet the initia credit criteria, or who are judged to be good credit risks by
the adminigtrator/ manager. Therewill be no limitations on the minimum sze of loans, and theloans
products available will be priced according to structure, maturity, and amount. As noted in the
Section4 “Projected Demand for Microfinance in Jordan for the Period 2000-2004”, the number
of indtitutions who would be expected to quaify for accessto the facility is estimated to be 6 or 7
microfinance lenders.

14.4). Transparency: Theissue of trangparency regarding the setting of the interest rates will be
addressed by using as an index one of the gatistics published by the CBJ. The CBJ issues a
monthly statistics publication providing data on the various interest rates operating within the
economy. Thissurvey ispublic knowledge, and isreadily avallable within thefinancid community.
The use of arate published in the survey, or using arate published in the survey as a benchmark
for establishing the interest rate would make the procedure for setting interest rates clearly
transparent.

14.5). Utilization: Thelevd of utilization will be controlled by acombination of theloan structure
and the loan pricing. The pricing of the loan will need to be set so that (i) ared interest rate is
charged, and (ii) thisinterest rate is comparabl e to the borrower’ s other sources of funds. To meet
these criteria, the interest rate will need to be sat at amargin above both the nationd inflation rate
and theimputed cost of capitd that would be charged on donated capita and subsidized loans.

14.6). Affordability and Sustainability: The need here is to Strike a balance between: (i) the
requirement that the facility coversit’s costs and to avoid the appearance of providing cheap
money to the borrowers. (ii) To keep the cost of funds a a level that does not imperil the
operational sustainability of the borrower.

14.7). Various mechanisms were considered in order to meet the above criteria
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The Commercial Banks' Weighted Average Cost of Capital:

14.8). To price the funds a an gpproximation of the weighted average cost of funds to the
commercia banking sector gppears unreditic for severd reasons.

Individua banks do not make these costs public knowledge and therefore transparency
becomes an issue.

Dueto the high levd of liquidity in the commercid banking, the mgor commercid banks
primarily fund themselves from current accounts and savings accounts.  The interest rates
on amagjority of these accounts pay a negative red interest rate, thus setting the weighted
average cogt of funds at an artificidly low leve.

It will be difficult to “cost” the capitd of the commercid for a weighted average cost of
capital caculation, since three of the five biggest banks do not pay a dividend“.

Pricing the Facility Using a Government Debt I nstrument as a Benchmark:

14.9). There are severd government debt instruments that could be used as a benchmark for
pricing the facility. These are:

14.10). The Re-discount Rate: The re-discount rate is the rate at which the CBJ will lend to
Commercid Banks against commercia bills of exchange, should the banks have the need for
liquidity. Thisrateisset by the CBJand isused to provideliquidity to thefinancid system aswell
as influencing interest rates. The relevance of this rate regarding the setting of interest rates is
somewhat questionable a this time, giventhehigh leve of liquidity inthe overal economy, and the
ease with which commercid banks are atracting deposits.

14.11). Certificates of Deposits (CD) Issued by the Central Bank of Jordan: TheseCDsare
issue by the CBJ as a means to “mop-up” liquidity rather than as a mechanism to finance the
Treasury. As such they would be competitive with the interest rates offered by the commercia
banking sector on their long-term time deposits.  The result, however, has been that savers have
not wanted to invest in these long- term instruments. The commercid banks, however, have
continued to mobilize short- term savings and have invested these funds in the longer term CDs,
thereby regping the benefit of arisk free spread between the interest rates. By their design the
usage of these instruments only will

14 Cairo Amman Bank, Jordan National Bank, and Union Bank.
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continue to be operationd aslong asthereissurplusliquidity inthe economy. Assuchthey arenot
agood long-term benchmark for setting interest rates.

14.12). Treasury Bills Issued by the Department of the Treasury: The Treasury market in
Jordan for treasury bills’bonds gppears to be rdatively thin, with only 32 million JD issued in the
first 6 months of 1999 and 3.9 million JD issued in dl of 1998". Moreover, the vast mgority of
these hills were issued for short- term maturities; thereby they are not redlly representative of the
overdl market. Thisfactor, together with the shallowness of the overal market indicate thet this
could be an unreliable indicator.

14.13). The Weighted Average Overnight Interbank Loans: Currently, the published rate for
this product is 4.40%-5.00%. Thisrate is considered unrepresentative of a classic interbank rate
gnce the banks are al extremely liquid, and secondly, the stronger banks will not lend to the
weaker banks.

14.14). Licensed Banks Credit Facilities: The CBJ s survey publishes a statistic for the loca
equivdent of a“prime rate in the Kingdom. These rates are classified into three categories. the
Overdraft Rate (the most frequently used facility), The Loans and Advances Rate, and the
Discounted Billsand Bondsrate. Thisrateisan average of therate used by the commercid banks
to lend to their prime clients. It does not, however, include the fees and commissions that are
cusomarily charged by the banks in addition to this underlying rate. As a result, this rate
understates the actua cost of borrowing, possibly by up to 150 basic points.

Conclusions:

14.15). Of the above rates, the most gppropriate for use as a benchmark for the Facility appear
to bethe Re-discount rate, or thelicensed banks credit facilitiesrate. Either benchmark would have
to be adjusted so as not to overprice it (possibly the licensed bank credit facilitiesrate), or under
priceit (the Re-Discount rate). Further the loan products should be priced to reflect therisk being
taken by the Facility in extending the loan to the MFIs. To accomplish this, it is proposed thet the
structure be established inagrid pattern. Potentia borrowerswill bedivided in*“prime borrowers’
and “normd borrowers’.  Additionaly, the loan products themseves were be priced
independently, with the short-term loan product priced lower than the long term loan product.
Therefore primeborrowers’ taking out ashort-term loan will pay asubstantialy lower interest rate
than a“norma borrower” drawing down along-term loan.

15 Dr. K. Elian. -Jordan Times, 11/25/99.
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14.16). Initidly, al borrowerswill be classfied as*normd” borrowers. “Norma borrowers’ will
be classfied as “ prime borrowers’ when they meet certain performance criteria. These criteria
should indude the following:

Have successfully serviced two previous loans from the Fecility.

The MFI’ s on-time loan repayment rate on its portfolio for the preceding six months has been
> 98.5%

The MFI’s own portfolio at risk ratio for the preceding six months has been < 7.5%.

The MFI’sactud financia performance for the previous Sx months has been within 5% of the
projected grossincome, net income, portfolio outstanding, and return on total assetsratio; and
the trend of al of these results continues to be positive.

The MFI hascomplied with dl the Facility’ sreporting requirementsin an expeditious manner.
14.17). Should aborrower who hasbeen classified a“ prime’ fail to meet any of theserequirements
during the tenor that aloanisoutstanding, they will be downgradedto a“normd” statusfor the next
loan.

Conclusion:

14.18). Based on the aboveissues, it isrecommended that the Central Bank Re-Discount be used
as the benchmark rate, and that the pricing for categories of borrower and the loan product be
added to this base.

14.19). The proposed pricing is as follows:

Current Rate
Prime Borrowers

Short Term Loan, < 6 months =Rediscount Rate + 2% 10.5%
Long Term Loan, 6-13 months =Rediscount Rate + 4% 12.5%
Normal Borrowers

Short Term Loan, <6 months = Rediscount Rate +3% 11.5%
Long Term Loan, 6-13 months = Rediscount Rate +5% 13.5%
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14.20). Oncetheloan isdisbursed, the interest rate will remain fixed until the maturity of the loan,
regardiess of any movement in the underlying discount rate during this period.

14.21). Interest will be payable of a monthly bas's, calculated on the average daily baance of the
loan outstanding during the month, and will be calculated on a declining baance basis.

14.22). A late payment pendty of 5% per annum will be levied for each day the loan repayment
islate. No grace period will be alowed.
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SECTION 15. POTENTIAL INCENTIVESFOR GOOD CREDIT HISTORY

15.1). Asnoted earlier, therole of the Facility istwofold; firstly to make funding avalableto MFIs
during the growth stage of the development cycle, and secondly to familiarize the borrowers with
the operations of the commercia banking sector. This latter role includes encouraging good
borrowing practices, so that the MFIswill be able to qualify for highly competitive interest rates.
Consequently, incentives for good |oan repayment have been built into the loan products. These
are asfollows:

(). Loan Pricing: As noted in Section 14, “Proposed Pricing Mechanism”, dl MFIs
intidly will be classfied as “normd borrowers’. Then, after they have successfully
completed two loan cycles, and meet the other criteria, they will be classfied as “prime
borrowers’ and be digible for the lower interest rates.

(i1). Laddered Approach to Loan Products: Initidly, al MFIs can borrow only under
the short-term facility. Then, if they successfully service thisloan, they will be digible for
the long-term loan product.

(iii). Loan Sze: Prudencedictatestheinitid loansextended by the Facility will berdatively
gandl. But the policy will be to extend progressively larger loans as the Ml establishes
agood credit history.

(iv). Evolution of the Termsand Conditions of the Loan: Asthe Facility is structured,
for thefirgt few loans each MFI will haveto identify the sources of repayment for the loan
a the time the loan disbursement is requested. After several successful borrowings,
though, this requirement can be eased o that the source of repayment for the loan does
not haveto beidentified in advance. For thisto occur though, the MFI will haveto be able
to demongtrate that they have developed an effective treasury management system within
their organization.

15.2). A further incentive, which has not been discussed in depth in this document snce MF swill
not quaify for thisfor severd years, isthat the Facility could consider making available arevolving
line of credit to qudified MFIs. Thisline of credit could be drawn down on demand, and repaid
at will without any pre-determined repayment schedule.

15.3). Theseincentives, plus the non-bureauicratic gpproach to accessing credit, should make the
Facility attractive to potential borrowers.
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SECTION 16. LOAN MONITORING SYSTEMSY RECOMMENDED
REPORTING SYSTEMS:

16.1). There are two components to the reporting requirements of the Facility: reporting by the
borrowing MFIsto the Facility and reporting by the Facility to AMIR.

Reporting by the Borrowing MFIsto the Facility:
16.2). These reporting requirements will include;

The annud business plan

Monthly/quarterly baance sheets (Appendix 4, Table 1)

Monthly/quarterly income statements (Appendix 4, Table 2)

Monthly/quarterly cash flow statement (Appendix 4, Table 3)

Monthly/quarterly loan portfolio reports (Appendix 4, Table 4,5)

Monthly/quarterly financiad ratio reports (Appendix 4, Table 6)

Monthly/quarterly cash flow projection (Appendix 4, Table 7)

Annua audited financia statements (at the time of the initid request these statements for
the preceding year will be required). The auditor of these financia statements will have
been approved by AMIR.

16.3). These reports should mirror the internal reports that the MFIs are generating for their own
interna use, and therefore should not require amgor re-tooling of their MIS system. If it would
be useful, the EXCEL programs could be provided to the MFIs for their use.

Reporting by the Facility to AMIR:

16.4). These reports dso fdl into two categories, the legd requirements and the internd
management requirements.

16.5). Thelegdly required reportswill be set by the government or gppropriate law statute, which
will govern the operations of the Facility.

16.6). The management reporting requirements that will need to be prepared are as follows:

A Monthly Fund Accounting Report

A Monthly Statement of Revenue and Expenses
A Monthly Loan Portfolio Report

A Monthly Investment Portfolio Report
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A Monthly Investment Portfolio Cash FHow Statement for both Principal and Interest.
Annud audited financid statements. Theauditor of thesefinancid statementsis have been
approved by AMIR.
Annua business plan and projections
Quarterly balance sheets
Quarterly income statements
Quarterly cash flow statements
Quarterly loan portfolio report by
Agng
Loan product
Quarterly summary of actud results against budget
Quarterly ratio analysist®.

16.7). These reports mirror those that need to be prepared for internal management purposes,
and, therefore, should not involve any incremental report preparation time for the borrower.

16.8). Thesereporting requirements are to beincluded in the text of the Loan Agreement between
the Facility and the MFI.

18f the Stand-Alone Fund Alternative is adopted, the requirement for quarterly reports will apply only.
Whereas the annual ratio analysis report will be required irregardless of the structure adopted.
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SECTION 17. THE TREASURY FUNCTION:

17.1). Inherent to aningtitution that providesfinancing to borrowerson arevolving basisisthe need
for an effective Treasury function. Such afunction will be needed for the Facility. Thedutiesof the
Treasury will include the following:

1. Managetheinitid drawdown of funds from the origind financiers of the Fecility.

2. Manage the cash flow of the Fecility so that there are adequate funds to meet the
needs of both the borrowing MFIs on a timely basis, and to cover the ongoing
operationa expenses. Thiswill require close co-ordination with the MFIs to assess
their borrowing needs, and areliable cash flow forecasting moddl.

3. Invest any surplusfundsin short-term income earning investments, thereby maximizing
the earnings of the Facility.

4. Maintainthe gppropriate accounting and record keeping system for the activitiesof the
Treasury Department.

5. If and when lines of credit are established withtheformd financid sector, managethe
lines of credit with these creditor organizations.

6. Collaborate with management in the preparation of five- year business forecadts to
project the future funding needs of the Facility.

17.2). Initidly, theleve of sophistication for the Treasury functionwill be modest, but asthe Fecility
grows it will become increasingly complex. Because of this, it will be criticd to ensure that the
Manager of the Facility has agood understanding of cash flow management, and an effective cash
flow forecasting model. For thisreason the design of an gppropriate cash flow forecasting model
isidentified as one of the next steps to be undertaken, if the decison istaken to go ahead with the
Facility.
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SECTION 18. AUDIT AND COMPLIANCE CRITERIA
Accounting and Reporting Criteria:

18.1). Regardiess of thelegal vehicle used for the establishment of the Facility; the books, records
and financid reporting of the Facility will be prepared and maintained in accordance with the
governing rules and regulaions. If the Facility is established as a Fund, the governing law will be
the Securities Act of 1998. If the elected structureisasaLimited Company, then the appropriate
law will be the Companies Act of 1997. If an Offshore Trust is established, the governing law will
be that of the host country, possibly Bahrain or Cyprus.

18.2). In dl cases the accounting and reporting requirements will comply with the guiddines
adopted by themgor corporationsand ingtitutionswithin the Kingdom. ThesearetheInternationa
Accounting Standards, which are published by the International Accounting Standards Committee.
The accounting and reporting systems and published statements for the Facility will, therefore,
comply with these standards.

18.3). Additiondly, the Facility will comply with the Taxation Laws of Jordan, regarding the
preparation of financid statements.

18.4). Since commingling the assets of the Facility with other assets under the direction of the
Manager is barred; it isrecommended that the Facility adopt the Fund Accounting concept. This
entalls the maintenance of separate accounting records for the Facility, and the preparation of a
funds statement together with an income and cash flow statement.

Auditing Criteria:

18.5). It is proposed that the Facility be audited by a representative of one of the leading
internationd auditing firms. In Jordan, the following internationd firms are represented:

Arthur Anderson (Allied Accountants)
Dedoitte and Touche (Saba & Co)
PriceWaterhouseCoopers (Bawab & Co)
Whinney, Murray, Erngt & Erngt

KPMG Peat Marwick

18.6). The audit standards used by most of theleading auditing firmsare the Internationd Auditing
Standards published by the Internationa Auditing Standards Committee. The audit firm selected,
and it is recommended that it be one of the above, will be required to undertake their audit
procedures in accordance with these internationd standards, and will aso provide a management
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letter as part of their services. Also, it isrecommended that the audit firm be recruited on an open
tender basisfor atwo-year assgnment. Theresfter, the contract would bere-tendered for afurther
two-year term.

Management Accounting and Reporting Criteria:

18.7). Inthe case where the devol ution of the Fecility to the MF soption isutilized, the Facility will
need to retain the services of a professond accounting firm to review the MFIS performance
compared to the terms and conditions of the Facility Agreement. The firm selected for this task
should be drawn from the list of recommended auditors, as detailed above. The management
reports that are to be prepared by the MFIs for review by the accounting firm, should includethe
following:

(1). The annud business plan and updated financid projection.

(i1). Quarterly reports, including the Fund Statement, Income and Expense Statement, and
Cash How Statement. These statements should include comparative figures for the
previous quarter, the comparative quarter from the preceding year and the current
budget/forecast. These reports can be modeled on those in Appendix 4.

(iii). Quarterly summary of financid ratios, including the ratios included in the SEEP raio
book.

(iv). A quaterly summary on the details of the Loan Portfolio outstanding.  This will
include:

An aging report

Details of the portfolio at risk

Details of loans due and unpaid.

Movements in the Loan Loss Reserve during the quarter.

A lig of the ten largest loans

L oan portfolio concentration; by geographic region, purpose, and type of
loan product.

(V). A summary of the Facility’s short term investments as of the close of the quarter.

18.8). The management accounting firm’ sdutieswill include reviewing and critiquing thesereports,
and summarizing their findings to the board/overseers of the Facility. These findings aso will
include recommendations ether for improvement of the performance of the MF, or advising what
steps should be taken to protect the assets of the Facility, should it become necessary.
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THE BUSINESS PLAN

SECTION 19, INTRODUCTION:

19.1). Based on the earlier discussionsand conclus ons about the establishment of the Fecility, the
following business plan has been prepared. The projection model has been designed in EXCEL
and providesestimatesfor afive-year period. For year 1 theestimatesare prepared on aquarterly
bass, Year 2 is estimated on asix monthly basis, and Y ears 3-5 are forecast on an annud basis.

19.2). The projections themselves conss of the following documents:.

Baance Sheet

Portfolio Funding Statement/ Cash Baance Statement
Income and Expense Statement

Summary of Movementsin the Capital Account
Capita Expenditures Budget.

19.3). The projection will be relevant regardless of the legd structure adopted for the Facility.
Also, it will be functional whether an externd manager is hired, or the Facility is established asan
operaing entity initsown right. 1t does, however assume that the transactions of the Facility will
be accounted for on a sand-done bag's; preferably using afund accounting system.

SECTION 20. BASIC PRINCIPLES FOR THE BUSINESS PLAN:

20.1). The business plan is based on the following assumptions.

(). Thet therewill be sufficient funding available to establish the Facility in timeto meet the
financia requirements of the MFIsin the second haf of caendar year 2000.

(i1). Theinitid funding will be grant funding.
(iii). Therewill be a maximum of sx borrowers from the MH.

(iv). The management of the Facility will be sub-contracted to an existing financia
inditution.

(V). The Manager will be employed on the Administrative Management model basis.

(vi). AMIR' s adminigrative costs for providing oversight for the Facility will be absorbed
by AMIR itsdlf.
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SECTION 21. ASSUMPTIONS FOR PROJECTIONS
21.1). The attached projections are based on the following assumptions:

L oan drawdowns are based on the funding requirements as outlined in Section 5, “ Projected
Demand for Financing from the Facility”.

Since the capitd is assumed to be granted to the Facility, the initid andysisis based on anil
cost of capitd.

The management fee will be based on the amount of total assets under management. Thefee
isset a 1.5% of tota assets, and is caculated on the total assets a the end of the previous
accounting period.

The Loan Loss Reserve is cal culated as 3% of theloan portfolio outstanding a the end of the
accounting period.

Initidly, al dientswill be dassified asnorma borrowers, and will be borrowing at the* norma”
interest rate (11.5% for short-term loans, and 13.5% for long-termloans). Theresfter they will
progress to being “prime clients’, and will borrow at the * prime” rates of 10.5% and 12.5%.

The start-up costs for the Facility are established at 10,000 JD. These costs areto be borne
by the Facility, and will mainly congst of training for the seconded personnd, legd costs, and
minima start-up capita codsfor the Facility.

Audit and other professond fees are being budgeted for at arate of 10,000 JD per annum,
inflation adjusted.

All other operational and administrative cogts are for the expense of the manager, and are
included in hisfee.
SECTION 22. FINANCIAL ANALYSISOF THE FORECASTS:
22.1). Two scenarios of loan drawdowns by MFIs have been prepared.
(1). This assumes that the MFIs will tap the Facility for the maximum amount of their

funding requirements as outlined in Section 5, “Projected Demand for Financing fromthe
Fecility”, totaling 11,100,000 JD
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(i1). The funding requirements are 50% of those projected in (i) above, that is 5,568,000

D.
Profitability:

22.2). Under both projectionsthe Fecility achieves profitability in thefirst sx months of the second
year of operations. Theredfter, the profitability of the Facility increases sharply, reaching the
following gatiticsin Year 3-5.

Scen. (i) Scen. (i) Scen. (i) Scen. (i) Scen. (ii) Scen. (ii)
Year 3 Year 4 Year 5 Year 3 Yea 4 Year 5
Net Income 73% 79% 85% 70% 78% 83%
To Revenue
Return on 8.0% 9.0% 9.7% 6.7% 9.2% 10.1%
Sub. Capital
Return on 6.0% 7.6% 7.6% 6.2% 7.8% 7.9%
Totd Assts

22.3). Theleve of profitability isachieved by the zero cost of capitd, which has been assumed for
the Facility. If acost of capitd equivadent to the interest rate payable on the CBJ s Certificates of
Deposit is charged (8.25%) to the granted capita, the results are as follows:

Scen. (i) Scen. (i) Scen. (i) Scen. (i) Scen. (ii) Scen. (ii)
Year 3 Year 4 Year 5 Year 3 Year 4 Year 5
Net Income (1.9%) 6.9% 12.4% (1.9%) 9.7% 15.2%
To Revenue
Return on (0.2%) 0.8% 1.1% (0.2%) 1.2% 1.8%
Sub. Capital
Return on (0.2%) 0.6% 1.1% (0.2%) 1.0% 1.4%
Totd Assts

22.4). Thesefiguresindicate that, based on both assumptions, the Facility could afford to finance
itsdf at the BOJ Certificate of Depogit rate, aslong asit isacceptable to defer the break-even point
until year 4 of the Facility. Furthermore, this projection highlights the impact the rapid build-up
retained earnings have on the profitability of the Facility, snce these would attract only anotiona
charge, as opposed to a*“red” cost of funds.

Liquidity/ Capitalization Needs:
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22.5). The projected high profitability so has a substantid positive impact on the liquidity/

capitaization needs of the Facility. Both projection scenarios indicate that the amount of capital

required to adequately finance the Facility is less than the anticipated |oan usage by the MFls.
(@). Inscenario (i), usageisestimated to pesk at approximately 11,100,000 JD, whileonly
funding of 10,000,000 JD isrequired. Inyear fivewhile usageis projected to easealittle,
asurplus cash balance of amost 3,000,000 JD will surplus will have accumulated.

(b). In scenario (i), usageis projected to crest in year 4 at approximately 5,600,000 JD.
This can be funded by acapita subscription of 4,700,000 JD. Asisthecasein modd (i),
funds surplus to operationa needs build up rapidly in year five, when 1,100,000 JD in
cash will be available for short-term investments.

22.6). It needsto be bornein mind, however, that if thereisacost attached to the capita structure
of the Fadility, thiswill have an impact on the amount of capitd that will be needed to finance the
operations. If the Facility is expected to have a life span of much longer than five years with
increasing usage, the amount of capita required to financeitsoperationswill be substantialy higher,
ancethelevd of retained earningswill be consderably lower, therefore necessitating more externd

capita.

22.7). Thismeans that in planning the financing strategy for the Facility, there will be a trade-off
between sourcing asmadler amount of cagpitd on which no dividends or interest would be paid; or
paying interest/ dividends on the capitd, but requiring more of it.

Timing of the Capitalization:

22.8). Under both of the above-mentioned scenarios, the capita funding can be phased in over
time. Funding will berequired beginning in thethird quarter of Year 1, and thelargest capitd inputs
will be required in year 2 (3,900,000 JD in scenario (i), and 2,450,000 JD in scenario (ii)).
Thereefter the incrementa funding requirements decline consderably. This phased approach is
condructive on two counts. Firdly it eases the funding requirements for potentid donors, sSince
they will not have to provide the funds in one large lump sum. Secondly, it enables the Fecility to
operate on atrid basis, so that if the facility is not operating effectively, or thereisno demand for
it, it can be shut down while only alimited amount of funding has been invested into it.

SECTION 23, SENSITIVITY ANALYS S
23.0). Thefallowing sengtivity analyss has been undertaken:

A Drop in the Demand for Loans:
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23.1). Theimpact on the sustainahility of the Facility hasbeen measured at the following levels, on
the following assumptions.

(1). Theanaysisis based on year 3, when the Facility will be amature operation.

(i1). Theloanloss provision isincreased each year by 1% of the loan portfolio outstanding.

(it). A cogt of capitd, represented by either interest on debt or dividends on equity, is
priced at the CBJ 6-month Certificate of Deposit rate of 8.25%.

(iv). The management fee, and the other operational costs are unchanged.

L oan Demand Income Operat. Costs | Cost of Capital Income
2,000,000 JD 235,000 74,000 165,000 (4,000)
6,000,000 JD 705,000 174,000 495,000 36,000
8,000,000 JD 940,000 224,000 660,000 56,000

23.2). Thisanayssindicatesthat if theloan demand only reaches 2,000,000 JD, the Facility more
than covers its operational costs. At the 6,000,000 JD and 8,000,000 JD levels, the Fecility is
highly profitable.

23.3). If a cost of 8.25% is attached to the capital, and the loan demand does not exceed
2,000,000 JD on a continuous basis, the Facility will not be sustainable. Even at higher leves of
usage, the net operating marginisthin.

A Drop in the Lending Rates:

23.4). A lowering of the interest rates charged on loans by the Facility of 1% has the following
impact on the two scenarios.

Scenario (i). A 1% drop in the average interest rate charged on loan portfolio in year 3
reduces net income by 76,500 JD to 542,500 JD.

Scenario (ii). A 1% drop intheaverageinterest rate charged in year 3 reduces net income
by approximately 38,000 JD to 259,000 JD.

23.5). Under both scenarios the interest rate would have to drop by more than 7% for the
profitability to be imperiled.
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23.6). If the cost of funds of 8.25% ischarged on the capitd, under both Scenario (i) and Scenario
(i) the Fadility isin a break-even position. Consequently, a 1% decrease in the average interest
rate resultsin alossin years 3 and 4, and only asmadl surplusin year 5.

An Increase in Management Fees:

23.7). The business plan assumes that the management fee will based on 1.5% of the totdl assets
of the Facility. Therefore a1% increasein thisfeeto (an extremely expensive) 2.5% would have
the following impact.

Scenario (i). Net income would decline by 103,000 JD t0516,000 JD.
Scenario (ii). Net income would fal by 48,000 JD to 249,000JD

23.8). If the contributed capita is costed at 8.5% per annum, the 1% increase in the management
feewill cause aloss for the Facility under both scenarios for years 3 and 4, and asmdll surplusin
year 5.

SECTION 24, RISKS:
24.1). Thefollowing risks have been identified:
The Projected Demand for the Facility does not Materialize:

24.2). The dtuation envisons the circumstances where the MF s do not grow as rgpidly as has
been predicted, or they are able to source alternative capital at cheaper rates. In these
circumstances the Facility could be deemed superfluous to the needs of the AMIR program.
Should this occur, the closing down of the Facility will be greetly aided by the limited amount of
capital that will have to be re-deployed, since the Facility will be funded on an as-needed basis.
Moreover, adifficult personnd Stuation will not have arisen, since the management of the Fecility
isinthe hands of an exigting inditution under acontract that will include an early termination clause.

24.3). Thisrisk is consdered manageable.
The Facility Incurs Large Credit Losses:
24.4). In the Stuation where the Facility is managed under the Accountable Management modd,

the Manager isresponsblefor aproportion of any losses. Having their own capitd at risk will serve
as a hedlthy incentive for them to operate on a prudent basis.
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24.5). Under the Adminigrative modd, the Manager will be operating under drict guiddines, and
any problems that occur will be aresult of the inappropriate guiddines, or the Manager breaching
them. This Stuation will be controlled by close supervison via a system of monthly reports. Any
problems that occur should be quickly apparent, and remedia action taken promptly.

24.6). Moreover, the Facility will establish al.oan Loss Reserve equa to 3% of the Loan portfolio
outstanding. Thisshould provide an adequate cushion againgt any deterioration intheloan portfolio

quality.
Funding for the Facility does not Materialize:

24.7). Obtaining funding commitments has been identified as one of the critica issues that needs
to be resolved before the Facility is established. If no funding isavailable at the outset, obvioudy
the Facility will not proceed. Therisk of funding drying up during the growth stagesisthe greater
risk; snce MHswill be relying on the Facility to finance their own growth, and could be placed
inaliquidity squeeze should funding not be available. Therisk can bediminished by careful planning
at the outset. The Facility will need to obtain clear commitments as to the timing and amount of
future funding. Furthermore, adecison will have to be taken as to whether the initid capita will
be funded by grants, with the associated rapid growth of internaly generated funds, or if externd
investors will beinvited to contribute equity.

24.8). In the long term, if the Facility can develop a performance record, and display that it can
sarvice external capital, professond investors could be approached about participation.

SECTION 25, SUMMARY AND CONCLUSION:
25.1). The results of this business plan indicate the following:

1. There appearsto be aclear need for the Facility, dthough a better picture of the demand
for itsfinancia serviceswill have to await updated business plans from the MFls.
Projections, however, have been prepared on a number of scenarios.

2. With aninterest rate regime tied to the CBJ Re-discount rate, resulting in interest rates on
the loans of 10.5%-13.5% per annum calculated on a reducing balance basis, the Facility
coversal of its operational costsin the second haf of year 2. This estimate is based on a
minimum loan portfolio usage of 2,000,000JD ayear. Greater usage of the Facility creates
alinear increase in profitability, Snce costs are mainly tied to the growth of the assets of the
Fadility.
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3. If acost of capitd is charged on the contributed capitd, thereby acting as a proxy for debt
or equity capita, the profitability of the Facility declines sharply. With a cost of capita of
8.25% (the interest rate on the CBJ 6 month Certificate of Deposit), the Facility does not
breakeven until year 4 if the loan demand is less than 2,000,000 JD, and year 3 when loan
usageis greater. Moreover, the profitability isthin as measured by the return on capitd,
which would be 0.6% on 6 million JD or 0.7% on 8 million JD.

4. Based on the above projections, the decision on how to finance the Facility could very well
depend on what types of funders investors are sought, and how much funding is available.
If funding isin the form of grant funding, much less capita will need to be committed sinceit
will dlow for the rapid build-up of retained earnings. On the other hand if debt or equity
capitd isrequired to fund the Facility, and it is priced at 8.25%, an incrementa 2,750,000
JD under scenario (i) will be needed over afive year period if the facility isfully utilized.

5. If no cost of capitd ispaid (as opposed to a book charge) on the contributed capitd, there
will be asubstantid cash baance available for short-term investments. Thiswill require the
introduction of an increasingly sophigticated investment strategy, and will further add to the
profitability of the Fadility.

6. Thesengtivity andyssindicates that with a zero cost of funds, there is sufficient margin to
cover any variations from the origind projections without having amajor negetive impact on
the profitability of the Facility. But if acost of capitd is charged, the margin of error
becomes considerably tighter, and with asmaler capitdized Facility, it delays the bresk-
even point until yeer 4.
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SECTION 26. NEXT STEPS:

26.1). If the decision istaken to proceed withthe establishment of the Facility, thefollowing steps
will need to be undertaken to ensure its smooth implementation.

Clarify and quantify the source of funding for the Facility. The origind premise was thet the
start-up funding would by sourced from USAID. This may no longer be the case. Funding
for at least the first 12 months of loan demand from the MFIs of 1,250,000 JDs needs to be
identified as a matter of urgency.

A no objection natification needs to be obtained from the CBJ. The Supervisory Department
of the CBJ was briefed about the possible creation of the Facility, and no objections were
rased at that stage. A follow-up meeting needsto be held with them, however, and their no-
objection obtained on aforma bass.

The MF s need to update their business plans, so that a current estimate of potentiad demand
for loans from the Facility can be projected. Currently three of the four MFIs have stale
business plans. Steps have been taken by AMIR to help them update their projections.

Based on the updated business plans, firm projections should be prepared for the Facility. This
will ad in quantifying the funding requirements of the Feclity.

Commence preparations to establish the legd entity for the Facility.
Prepare the detailed performance criterialjob description and the Terms and Conditions for

managing the Facility. These can be based on Sections 8 and 11 of this report.

Hndize the short list of potential Managers of the Facility, and circul ate thejob description and
terms and conditions of the Management Contract. Request proposals from the candidates,
including quotes for their fee scales.

Sel ect the accounting firm who will undertake the management and legd auditsof the Manager.
Congderation should be given to retaining their services to review the MIS and custody
systems of the find candidate prior to awarding the contract.

Sdlect the Manager of the Fecility

Provide assistance to the Manager is establishing the required credit file system for the
borrowers. Assistance for this task should be requested from the accounting firm.
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Prepare the necessary lega documentation for both the Management Contract and for the
lending transactions with the MFIs,

Desgn a cash flow forecagting model for the Facility.
Egtablish the short-term investment criteria for the manager to follow.

Egtablishand implement atraining program in microfinance for those saff of the Manager who
will be charged with managing the Facility.

Commence negotiations with JLGC about their providing guaranteesfor theloans madeto the
MFHF s by the Facility, and dso for some of the larger loans made by the MFIsto their clients.

A sunset gtrategy needs to be established for the Fecility. If thefadlity issuccessful initsrole
of creeting bridging finance to MFs until they can access commercid financing in their own
right, then plans need to be prepared for therole of the Facility and its assetswhenitsfinancing
sarvices are no longer needed. One option might be for the Facility to make a capita
investment in the MFs, thereby changing its role from being afunder to being an investor.

Timing for the Establishment of the Facility:

26.2). Current indications arethat the MFls may need funding by thethird quarter of calendar year
2000. With this deadline the timing for the necessary stepsto be taken are asfollows:

January 31, 2000:

This report to be completed.

The decison made as to whether or not to establish the Facility.
February 28, 2000:

Centra Bank no-objection letter to be obtained.

Sources of funding to be identified and quantified.

March 31, 2000:

Legd Vehicle Established
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April 30, 2000:

The Manager of the Facility selected

The Audit Firm selected.

Negotiate with ILGC about providing portfolio insurance.
The criteriafor short term investments to be completed.
June 30, 2000.

The training of the Manager’ s staff to be completed.

Funding for the Facility to be available “at call”.
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